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Above, Barber 324-B Automatic Con- 
version Burner. Tested and certified 


by AGA Laboratory under new listing 
requirements. No. 49-113-B Barber Automatic Burner Assembly 


You are Always Safe in Recommending 
BARBER CONVERSION BURNERS 


What are the principal requirements of a really satisfactory gas 
conversion job? 


1. The burner must fit the heating unit. Barber has a sufficient range of 
sizes, for both round and oblong furnaces or boilers, plus special size 


adjustment features—to fit correctly all grate dimensions. 


You must have efficiency in operation. Only thorough combustion will 
get the most heat from the fuel consumed, at lowest operating cost. 
Barber's exclusive air-activated jets procure the highest intensity of heat, 
with a powerful “scrubbing” flame action applied directly to walls of 
fire-box. "No other burner burns like a Barber." 


The finest controls must be used. Barber employs the best precision auto- 
matic equipment available anywhere. 


You must use a burner backed by a reputable organization. With a record 
covering many thousands of installations over a third of a century, The 
Barber Gas Burner Co. and Barber dealers stand ready to see to it that 
your customers get unfailing service and top performance from all 
Barber products. 

We also design, develop, test, and manufacture innumerable types and sizes of burner 

units for all sorts of gas appliances, for industrial, commercial, and household use. We 

supply hundreds of appliance makers with these standard or special burners, for all kinds 


of gas. The inclusion of a Barber unit in any such appliance is an unmistakable symbol 
of guAuity. Write for our complete Catalog. 


THE BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland 14, Ohio i is ; 


BARBER BURNERS 


For Warm Air Furnaces, Steam and Hot Water Boilers and Other Appliances 
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PRINTING CALCULATOR: 











FOR COST-CONSCIOUS UTILITIES. 


All the computing functions in one eco- uring job—calculating consumption 
nomical, all-purpose machine! —That’s rates, payrolls and overtime . . . making 
what you get in the great Remington tax computations and preparing finan- 
Rand Printing Calculator. This machine cial statements—wherever speed and 


is made to measure for every utility fig- accuracy are of paramount importance. 
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THE CALCULATOR THAT SAVES 
BECAUSE IT PRINTS 


proof — printed on the 
tape—is your ironclad 
assurance of accuracy... 
eliminates time-con- 
suming reruns. You 
know you're right 
because the proof is 
there .. . in black and white! Just clip the tape to your 
work sheets . . . or file it for permanent reference. 


10 KEY KEYBOARD SPEED 


Easy to learn, fast to 
use—this feature of the 
Printing Calculator will 
save you hours—boost 
figure production. 
Automatic division, § 
direct multiplication— 
high speed addition 
and subtraction. 


Remington Rand, 
Room 2494, 315 Fourth Avenue, New York 10, N. Y. 


C1 Please arrange immediate free demonstration in my 
office of the Printing Calculator. 


0 Please send me Free Literature on the Printing 


eee 
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T is a cynical fact in this materialistic 

day and age that one’s devotion to an 
ideal can actually be judged in terms of 
one’s willingness to pay for it. For ex- 
ample, the free enterprise we hear so 
much about is an ideal principle of the 
American way of life which is rarely 
disputed—in principle. 


Out of more than a thousand candi- 
dates for congressional office during the 
current campaign now drawing to a close, 
not more than a handful would seriously 
quarrel with the general idea of a free 
economy. It is only when we get down 
to brass tacks, on such issues as govern- 
ment subsidy for one business, or govern- 
ment discrimination against (or compe- 
tition with) another business, that the 
real controversy emerges. For years now, 
the advocates of more Federal expansion 
in the power business have been loud in 
their praises of free private enterprise. 


HIS anomalous situation is not con- 

fined to the public power issue. It 
enters into the realm of crop subsidies, 
irrigation, rivers and harbors improve- 
ment, highway construction, education, 
and more recently medical assistance. 





ARTHUR V. WATKINS 


NOV. 9, 1950 








EDWIN M. STARK 


AGAINST this background we present a 
rather frank discussion on the subject of 
home rule and home ownership for Fed- 
eral multipurpose projects. Where can 
the line be drawn between the national 
interests and the development of the great 
natural resources of the West and the 
right of the people living in those areas 
to conduct their own affairs and pay their 
own way for local benefits? UNITED 
STATES SENATOR ARTHUR V. WATKINS 
(Republican, Utah) is the author of a 
bill in Congress on this subject. In this 
article he proposes a solution to the old 
conflict between the western area senti- 
ment and the need of Federal-aid for such 
multipurpose developments. 


SENATOR WATKINS was born in Utah 
and educated at the Brigham Young Uni- 
versity. He also attended New York Uni- 
versity and Columbia University School 
of Law (LLB, ’12). Following his ad- 
mission to the Utah bar, he also engaged 
in journalism and farming. He was 
elected state district judge in 1928 and in 
1934 became chairman of a committee 
to organize water users in central Utah. 
He first ran for Congress on the Repub- 
lican ticket in 1936. Ten years later he 
was elected United States Senator. 
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% your feancing progam odttumed te the tinnes? 


@ Scientists once marveled at 
these “Jumbo” dynamos which 
were installed in the first Edison 
Electric Lighting Station in 
New York City. Yet you could 
scarcely visualize them in the 
modern plant of today. 
Financing programs can be- 
come outmoded, too—more 
rapidly than you might think. 


Has your organization an 


IRVING TRUST COMPANY 


ONE WALL STREET 
Capital Funds over $118,000,000 


Witu1am N, Enstrom, Chairman of the Board 


Public Utilities Department 
Tom P, Watxer, Vice President in Charge 


MEMBER FEDERAL DEPOSIT INSURANCE CORPURATION 


\ Aa 
She 
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up-to-date approach to the 
financial community—a com- 
prehensive program fully 
geared to meet today’s chang- 
ing conditions? 

Specialists in our Public 
Utilities Department will be 
glad to discuss such matters 
with you at any time—are in 
a position to give you expert 
help and guidance. 



















NEW YORK 15, N.Y. 


Total Resources over $1,100,000,000 
Ricuarp H. West, President 






8 PAGES WITH THE EDITORS (Continued) 


nadian bar is another new contrib- 
utor in this issue. He is HucH E. O’Don- 
NELL, KC, of Montreal, whose 2-part 
article on the development of regulatory 
law in the Dominion begins in this issue. 
Mr. O’DONNELL is a graduate of the 
University of Bishop’s College (MA), 
studied law at McGill University (BCL), 
and received the traveling scholarship to 
Paris. He was called to the Quebec pro- 
vincial bar in 1927 and since then has 
been very active in various bar associa- 
tion affairs. As a matter of fact, his ar- 
ticles, published in this magazine, were 
originally presented to the Section of 
Public Utility Law of the American Bar 
Association at its recent convention in 
Washington, D. C., September 19th. Mr. 
O’DoNNELL has acted as counsel for the 
Attorney General of Canada and various 
Royal commissions. He has also acted as 
counsel for the Railway Association of 
Canada, the Canadian National Railways, 
and the Bell Telephone Company of 
Canada. 


Fier qe rg member of the Ca- 


INCIDENTALLY, we conclude in this 
issue the full text reports of the various 
principal speakers at the Section of Public 
Utility Law of the American Bar Asso- 
ciation. The first group of these papers 
was printed as an appendix (Part I) 
to our issue of October 26th. Part II will 
also be found as an appendix in this 
issue. 


Blackstone Studio 
BERNARD S. RODEY, JR. 
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| yer M. Stark of Chicago, Illinois, 
whose article on the timely subject of 
excess profits taxes on regulated public 
utilities begins on page 651, is engaged 
in various manufacturing businesses. His 
office is in Chicago. He attended Stan- 
ford University and the University of 
California. He served as a naval air offi- 
cer (Lieutenant Commander) in World 
War I. He has also practiced as an indus- 
trial engineer with the firm of Sanderson 
& Porter, and has served as director of 
various industrial, merchandising, utility, 
and financial corporations. He gives us 
the viewpoint of a general business 
executive on the question of taxing so- 
called “excess profits” of utilities. 
* * * * 


LSO in this issue is the second of a 
3-part series of articles entitled 
“The Role of Accounting in Public 
Utility Regulation,” under the joint 
authorship of J. Ruoaps Foster and 
BERNARD S. Ropey, JR. We would like 
at this point to give a brief biographical 
sketch of Dr. Ropey, whose role of col- 
laborating author in this series was inad- 
vertently omitted in the publication of 
the first instalment. Dr. RoprEy, who has 
previously written for Pusiic UTILITIES 
FORTNIGHTLY, is, professionally speak- 
ing, a “triple threat” man: engineer, 
lawyer, and an accountant all at the same 
time. He is an assistant secretary of Con- 
solidated Edison Company of New York. 
He was first employed by the Consoli- 
dated system in 1921 as senior field engi- 
neer for the old New York Edison Com- 
pany. When the various New York area 
companies were consolidated, he became 
associate controller of the combined 
system. 


He was educated at Mercersburg 
Academy, and the United States Naval 
Engineering School. He also completed 
courses in accounting at Pace Institute 
and in law at New York University Law 
School (LLB; SJD). 


THE next number of this magazine will 
be out November 23rd. 


ate 








November 9, 1950 Public Utilities Fortnightly 





Cost Cutter 





HIS grand-daddy of the modern cash reg- 
ister was known as a Cash Recording 
Machine. 


By looking at it carefully, you can see how 
many of the features of today’s cash register 
originated with this early model. 


Year after year, American ingenuity has been 
making refinements in business appliances, 
developing new machines to make routine 
work more efficient. 


Not so many years ago, for example, utilities 
found the task of analyzing consumers’ bills 
for usage data tedious and costly. 


Wa 


Courtesy Bettmann Archives 


With this modern Bill Frequency Analyzer, 
however, as many as 200,000 bills are analyzed 
for utilities in one day by the Recording and 
Statistical Corporation. 

It analyzes bills in %4 the time it would take 
a competent office staff. The cost to the utility, 
too, is cut in half. 


Why not find out more about this unusual 
service? 


Send for FREE booklet 


“The One Step Method of Bill Analysis” tells 
more about this accurate and economical 
method of compiling consumers’ usage data. 
Ask your secretary to send for it now. 


Recording and Statistical 
Corporation 


100 Sixth Avenue, New York 13, N. Y. 
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Coming IN THE NEXT ISSUE 


* 


. Public Utilities and Civil Defense 


It is our pleasure to present a splendid and timely contribution on a most 
important phase of utility regulation during the defense emergency by the 
chairman of the New York Public Service Commission, the Honorable 
Benjamin F. Feinberg. He discusses the part which utilities must play in civil 
defense planning. Utility officials in particular will want to read Chairman 
Feinberg's analysis of the need of leaving much of the responsibility for 
such planning in the well-qualified hands of local utility management, with 
its rich background of experience in the layout of any given community. 


Public Utility Sight-seeing Technique 


This is a practical article by a well-known San Francisco lady journalist, Jane 
Eshleman Conant, on the technique developed by a Pacific coast electric 
utility for conducting sight-seeing tours of plant facilities—some at a con- 
siderable distance. The public relations benefits of these ‘citizen inspections" 
are becoming better known and appreciated every day throughout the 
industry. 


Development of Rate Regulation in Canada. Part Il. 


In the first instalment of his 2-part series outlining the development of guid- 
ing principles of Canadian regulation, Hugh E. O'Donnell, KC, distinguished 
member of the Montreal bar, reviewed the earlier development of Canadian 
law on the subject—up to the point of establishment of the Board of Trans- 
port Commissioners for Canada. This second part describes the more recent 
decisions in which the "corporate fiscal requirement," as the Canadian basis 
for rate making, became more definitely established. 


The Réle of Accounting in Public Utility Regulation. Part Ill. 


This is the third of a series of three articles by two well-known authorities on 
public utility accounting, Dr. J. Rhoads Foster and Dr. Bernard S. Rodey, Jr. 
It deals especially with such troublesome problems as original cost concepts 
and depreciation accounting. As in the earlier instalments, the authors show 
how public utility accounting is becoming an end in itself instead of a tool 
of regulation. 


* 


A | SO... Special financial news, digests, and interpretations of court and 
commission decisions, general news happenings, reviews, Washingtor 
gossip, and other features of interest to public utility regulators, com- 
panies, executives, financial experts, employees, investors, and others. 
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“Puzzle for experts 


S' There is no need for “cutting 

~~ and trying” on the job to 

~~“ make a prefabricated piping 
sub-assembly fit perfectly. Prefabricated miles 
away to exact dimensions and specifications these 
pieces of piping are links in piping systems which 
may carry steam up to 2500 p.s.i. and 1050°F. 
Grinnell integrates the many factors in this 
complex, highly technical assignment in one 
organization of specialists. Major economies 


PIPING 


result from this single responsibility which in- 
cludes interpretative engineering, metallurgical 
research, compliance with code requirements, 
manufacturing drawings and specifications, pro- 
duction schedules, purchase of materials, special- 
ized facilities, skilled personnel, control of quality 
and rigid inspection. 

You'll find it to your own best interests to draw 
upon Grinnell’s century-long, specialized experi- 
ence in power, process and industrial piping. 


GRINNELL 





Grinnell Company, Inc., Providence, R. |. Branches: Atlanta * Billings * Buffalo * Charlotte * Chicago * Cleveland * Cranston * Fresno * Kansas City * Houston * Long Beoch 
los Angeles * Milwaukee * Minneapolis * New York * Ookland * Philadelphia © Pocatello * Sacramento * St. Louis * St. Paul * Son Francisco * Seattle * Spokane 
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Ciao Clcrlhe 


“There never was in the world two opinions alike.” 


Leo M. CHERNE 
Executive secretary, Research In- 
stitute of America. 


MERRYLE S, RUKEYSER 
Colwmnist. 


CLEMENT ATLEE 
Prime Minister of England. 


Davin LAWRENCE 
Mayor of Pittsburgh. 


WILLIAM RANDOLPH HEARsT, JR. 


Publisher. 


LAWRENCE FERTIG 
W’riter on economic affairs. 


Ernest T. WEIR 
Chairman of the board, National 
Steel Corporation. 


SUMNER SLICHTER 
Economist. 


CuHaArLEs E. WILSON 
President, General Motors 
Corporation. 
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“Nothing is free. It’s just that some people want to 
think so.” 


> 


“It is little men, who inwardly feel their own insuffi- 
ciency, who try to pull ‘rank’ on others.” 


* 


“Britain’s policy of democratic Socialism is the only dy- 
namic alternative to totalitarian Communism.” 


> 


“Some Americans, stricken with fear, are willing to 
barter freedom for some small measure of safety and 
survival.” 


* 


“High among the evils we deplore and detest in dictator- 
ships is control by government of freedom of thought and 
expression.” 


> 


“The only way to curb inflation is to restrict the supply 
of money and credit. That may hurt, but it will not hurt 
nearly as much as inflation.” 


> 


“ _,. the confusion and distraction of an atmosphere of 
crisis will provide excellent cover for the further promo- 
tion of socialistic programs.” 


a 


“Tt is important that the government set a good example 
for the rest of the country. The government is asking 
people to refrain from unnecessary spending. It should 
practice what it preaches.” 


> 


“My special plea is that all of us should work to further 
social and economic progress based on the common ethical 
principles of our religions and as expressed in the Consti- 
tution of our country. I am sure that this is the way to 
combat the false philosophies of Communism and state 
planning and that only through a clear demonstration of 
the material and spiritual benefits of our free system can 
we convert others to it.” 


12 
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in one of the country’s newest 


and most modern substations... 


XIDE-MANCHEX 
BATTERIES 


New Hudson Substation of Public Service Company of New 
Hampshire, a unit in the company’s large expansion pro- 
gram. (Photo by P.S.Co. of N.H.) 


Bank of 60 Exide-Manchex EME-11 Batteries in new Hudson Station. 


The new Hudson Substation of Public 
Service Company of New Hampshire is one 
of the most efficiently designed and equipped 
in the country. It’s on the Nashua terminus 
of a 115-kv transmission line from the 
recently constructed Schiller Mercury Steam 
Generating Station. Also, it is a terminus 
of a power exchange across the Massachu- 
setts border. 


In the battery room is a 60-EME-11 Exide- 
Manchex Battery, whichis used forswitchgear 
operation, emergency lighting and communi- 
cation. Considered in its selection were 
its fine service record and many outstanding 
features, which include: 


e the famous manchester positive plate with 
its exclusive lead button construction. 


e slotted plastic separators, impervious to 
chemical and electrical reaction. 


e plastic spacers that maintain plate align- 
ment. 


e the latest development in molded glass jars. 


e heavy terminal posts with copper inserts 
for extra conductivity. 


Combined, these and other outstanding 
characteristics assure you of positive switch- 
gear operation. Use the Exide-Manchex for 
all stationary battery applications in central 
and substation service. 


THE ELECTRIC STORAGE BATTERY COMPANY, Philadelphia 32 
Exide Batteries of Canada, Limited, Toronto 
“Exide” and ‘‘Manchex"” Reg. Trade-marks U.S, Pat. OJ. 


1888...DEPENDABLE BATTERIES FOR 62 YEARS...1950 
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REMARKABLE REMARKS—( Continued) 


“If Congress and the administration at Washington had 
spent as much time on paring nonessential government 
spending as they did on inventory control we'd be a lot 
further along in war production and inflation fighting.” 


EprTor1AL STATEMENT 
The Wall Street Journal. 


RAYMOND MOLEY 
Columnist. 


FARRINGTON DANIELS 
Chairman, board of governors, Ar- 
gonne National (atomic) 
Laboratory. 


Joun J. WILLIAMS 
U. S. Senator from Delaware. 


BREHON SOMERVELL 
Chairman, Koppers Company. 


Paut H. Nystrom 
President, Limited Price Variety 
Stores Association. 


HARoLp J. GALLAGHER 
Former president, American Bar 
Association. 
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“The threat of inflation to our property and stability js 
vastly greater than that of the bomb to our lives. Even the 
most direful prophets suggest that no more than a small 
percentage of us might be killed by a bomb. But inflation 
is a threat to all property, all values, all stability.” 


aa 


“I insist that in the United States there are scientists, 
engineers, and industrial companies not now engaged in 
the atomic energy program who would .. . gladly and 
effectively develop pilot plants and full-scale plants for the 
use of atomic power in the generation of industrial elec- 
tricity.” 


> 


“I am interested in seeing that the businessman on 
the west side of the street is placed on the same footing 
as is the businessman on the east side of the street. No 
man can operate a business, pay taxes under the existing 
rates, and compete with a tax-exempt business on the 
other side of the street.” 


aa 


“We must stop business as usual, strikes as usual, and 
politics as usual. The government must let us know soon 
what is still ahead on taxation. Nondefense spending must 
be cut to the bone. Without increasing the national debt 
unduly, this means forgetting ‘politics as usual’ and really 
doing a job on the nonessentials, As yet, we have heard 
no official statement from Washington even promising cuts 
in nondefense spending.” 


* 


“If we are to escape the wreckage of our economy we 
must somehow learn that this inflation is a dangerous thing 
and that every concession made to it, such as increases in 
wages and salaries, unaccompanied by similar increases 
in man-hour productivity, and minimum wage fixing at 
artifically high levels by law, are sure means of weakening 
our economy and in a very true sense providing aid and 
comfort to the enemies of our country.” 


¥ 


“We are witnessing the twilight of our state govern- 
ments. In our lifetime, the Federal government has been 
converted into the major power in the lives of our people. 
An absentee centralized government has thus been substi- 
tuted for local self-government. Great responsibilities 
have been vested in a central state which is already heavily 
burdened and which has a bad but clearly deserved repu- 
tation for inefficiency and extravagance,” 
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FACILITIES FOR THE SMALLEST OR THE LARGEST 


The 225-acre Newport News plant includes plate steel and machine shops 
equipped with a complete variety of tools to fabricate items of water power equip- 
ment of any size. Contracts received by Newport News for hydraulic turbines with 
an aggregate rated output in excess of 7,000,000 horsepower have included units as 
high as 165,000 horsepower and as low as 500 horsepower. 


Supplementing the extensive facilities are the equally important experienced 
and skilled personnel at Newport News to design and build such equipment. 


Your inquiries for hydraulic turbines of any size will receive prompt attention. 


Write for illustrated booklet on water power equipment. 


NEWPORT NEWS 


SHIPBUILDING AND DRY DOCK CO. 
NEWPORT NEWS, VIRGINIA 
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OUDEY STATION 


EW YORK STATE ELECTRIC & GAS CORPORATION 


The C-E Unit illustrated here is in process of fabrication for the 
Goudey Station addition of New York State Electric & Gas Corpora- 
tion at Johnson City, New York. 


It will serve a 75,000 kw turbine generator operating at an initial 
steam pressure of 1450 psi and a temperature of 1000 F reheated to 
1000 F. 


The unit is of the radiant type with a reheater section located 
between the primary and secondary superheater surface. A finned 
tube economizer is located below the rear superheater section, and 
regenerative air heaters follow the economizer surface. 


The furnace is fully water cooled, using closely spaced plain tubes 
throughout. It is of the basket-bottom type, discharging to a sluicing 
ash hopper. 


Pulverized coal firing is employed, using bow] mills and vertically- 
adjustable, tangential burners. B-431A 


COMBUSTION ENGINEERING— 
SUPERHEATER, INC. 


200 MADISON AVENUE * NEW YORK 16 


ALL TYPES OF BOILERS, FURNACES, PULVERIZED FUEL SYSTEMS AND 
STOKERS; ALSO SUPERHEATERS, ECONOMIZERS AND AIR HEATERS 
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Can You Be Confident ? 


F in conjunction with your next annual meeting— 

or at some contemplated special meeting—pro- 

posals other than routine are to be voted upon—to raise 
debt ceiling—authorize new securities—grant conversion 
privilege for convertible bonds, etc.—can you feel con- 
fident that your stockholders will support management’s 
recommendations with adequate votes of approval—on 


time? 


Such an important meeting frequently merits pro- 
vision of special handling—utilizing the services of our 


proxy soliciting organization as a form of insurance that 
the meeting will be successfully held on scheduled date. 


Our record of performance for the utility industry 
is outstanding. We invite your inquiry for additional 


information. 





National or Sectional Coverage 





. o 


DUDLEY F. KING 


Associates: 
JOHN H. C. TEMPLETON * CHARLES A. NICHOLLS « PHILIP H. CARPENTER « WARREN W. AYRES 


70 PINE STREET, NEW YORK 5&5, NEW YORK 
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EVERY Day Is MovinG Day HERE 





Stockpiler deluxe, a mighty International TD-24 crawler 
tractor makes coal handling easy and efficient for Consumers 
Power Company at the John C. Weadock generating plant at 
Essexville, Michigan. Operators like the TD-24 because of 
its ability to deliver peak production both on scraper and 
bulldozer work. When needed, the big “Champion of 
Crawlers” fills hoppers with 700 tons a day. 


Yes, every day is moving day on power plant coal 
stock-piles. That’s why the power, performance and rugged 
dependability of the TD-24 are in ever-increasing demand. 
Operators want its finger-tip ease of control. Owners need 
its immense work capacity. And these are just two of the 
reasons your International Industrial Power Distributor 
will show you why you need the TD-24. Contact your Dis- 
tributor now to learn why the ““Champion of Crawlers”’ is 
top choice to keep material moving. 


A TD-24 demonstration will give you absolute proof 
of the matchless performance of this big crawler. You'll 
see for yourself why you can’t afford to be without the 
TD.-24 on materials handling jobs where big loads must be 
moved fast. See it now and you'll choose the ““Champion” 
for your operations. 





INTERNATIONAL HARVESTER COMPANY 
Chicago 


or: | ais | INTERNATIONAL 
CRAWLER TRACTORS 
WHEEL TRACTORS hal 
DIESEL ENGINES 
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455,000 KW CAPACITY BY ‘51 The Sewore 
ue Generating Station of the Public Service Electric and 
7 a Gas Company marks a new high in power development. 
i > ‘Three | 10,000 kw generating units are now in operation and 
‘ with the addition of another 125,000 kw unit, the station wi 
have an installed capacity of 455,000 kw. The station embodi 
many new ideas and is the first to be designed for operation a 
, i a steam temperature of 1050 F at high pressure. 
be THREE CONDENSERS IN OPERATION —ONE ON ORDER 
All condensers in the Sewaren Generating Station were designed anc 
yp built by Foster Wheeler. Three are in operation and a fourth is on order 
They are of the single-pass, surface-type with divided water boxes, arrange 
with bottom inlet and outlet water connections. Deaeration of all condensate i 
accomplished in the deaerating hotwells. With the addition of the fourth unit ¢ 
Sewaren, there will be a total of nine large Foster Wheeler condensers in operatio’ 
in the electric system of the Public Service Electric and Gas Company. 
Other Foster Wheeler equipment presently in operation at Sewaren includes nine bal 
mill pulverizers and twelve high pressure and three low pressure feedwater heaters anc 
two single effect evaporators, the latter equipment being part of the eight-stage f 
water heating cycle which is in use in this country only in Public Service stations. 


YORK 6, N. Y. FOSTER ) WHEELER 
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This announcement appears for purposes of record only. These Bonds have 
been placed privately through the undersigned. 


$5,000,000 


Otter Tail Power Company 


First Mortgage Bonds 
2.85% Series of 1980 


Part of these Bonds have been issued and the balance will be issued 
in accordance with the provisions of the purchase agreement. 


Glore, Forgan & Co. Kalman & Company, Inc. 


October 27, 1950 
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PROSPECTUSES 


ANNUAL REPORTS 


For more than a quarter of a century, Pandick Press 
has worked closely with utility companies. Our printing 
services to the industry range from highly technical 
legal documents to beautifully illustrated descriptive 
brochures in full color. 

Whatever the nature of your printing requirements, 
we believe you will like the assurance of accuracy and INDENTURES 
highest quality that “Printed by Pandick” brings you. ° 


Pandick Press, tre 


22 THAMES ST., NEW YORK 6 Bushliched 1968 71 CLINTON ST., NEWARK, NJ. 
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‘MERCOID 
CON TREILS 


ou can always count on 
their fine engineering 
to give very dependable 
service for along time. 
| They are built to last. 





THE MERCOID CORPORATION 
4201 BELMONT AVE. CHICAGO 41, ILL 
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If photographs of all the plants engineered, designed and constructed by 
Exasco during the last half century were put in one album — more than 
one billion do. of investment in new construction would be represented. 


But engineering, design and construction tell only part of the story. For 
in addition to these projects—a few of which are shown here—EBAsco 
specialists have hel management solve problems in many other phases 
of business and industry—such as financing, business studies, insurance, 
systems and methods and industrial relations. 


Esasco’s team of engineers, constructors and business consultants has 

the experience and the knowledge to help you expand or modernize your 
plant—and help you keep your business operating efficiently. Moreover, 
they can do the whole job, or any part of it—from preliminary planning 
to “‘in service” operation — and do it anywhere in the world. 


Call on Exasco for the help you need. You’ll find its team of seasoned 
specialists will get your job done quickly and efficiently. 


Write for the booklet ‘‘The Inside Story of Outside ~~ describing the many EBASCO services 
available to you. Ebasco Services Incorporated, Dept. W, Two Rector Street, New York 6, N. Y. 
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{ Georgia Telephone Association begins annual convention, Macon, Ga., 1950. @ 
{ Mid-Southeastern Gas Association begins annual meeting, Raleigh, ‘N. C., 1950. 








] Ohio Association of Broadcasters ends meeting, Columbus, Ohio, 1950. 
Wis. Utilities Asso., Electric and Gas Section, ends meeting, Milwaukee Wis » 1950. 





{ Michigan Association of Broadcasters ends meeting, Lansing, Mich., 1950. 





Y American Society of Mechanical Engineers will hold annual meeting, New York, N. Y., 
Nov. 26—Dec. 1, 1950. 





{ National Association of Railroad and Utilities Commissioners begins annual convention, 
Phoenix, Ariz., 1950 





q Florida Telephone Association ends annual convention, Daytona Beach, Fla., 1950. 





National Reclamation Association beeine meeting, Spokane, Wash., 
American Water Works Asso., N. C. Section, ends meeting, Durham, y %., 1950. 





1 Sestenst Electrical Manufacturers Asso. ends meeting, Atlantic City, N. J., e) 





q New Jersey Utilities Association begins annual meeting, Absecon, N. J., 1950. 
Southern Gas Association begins residential sales conference, Dallas, Tex., 1950. 





{ National Association of Radio News Directors ends annual convention, Chicago, IIl., 
1950. 





4 American Gas Association-Southern Gas Association will hold joint employee relations 
conference, New Orleans, La., Nov. 27, 28, 1950. 





7 so ” eee Telephone Association begins annual convention, Montgomery, 
Alz., 





4 Missouri Telephone Association ends annual convention, Kansas City, Mo., 1950. 














Y American Water Works Association, Arizona Section, will hold annual meeting, Tucson, 
Aris., Nov. 30-—Dec. 2 1950. 
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Home Rule and Home Ownership 


For Federal Multipurpose Projects 


A suggested solution to the conflict between the 
western area sentiment for home rule and the need 
of Federal aid for such multipurpose developments. 


By THE HonorasLtE ARTHUR V. WATKINS* 
U. S. SENATOR FROM UTAH 


RESIDENT Truman has given the 
people of the West, and of all the 
nation, something to think about, 
and; in my considered judgment, 
something to worry about. What he 
has recently proposed for the western 
states, he has likewise proposed for 
every major river basin in the country. 
Briefly, he has proposed the creation 
of a system of valley or regional 
authorities, patterned after the Ten- 
nessee Valley Authority, for the de- 


*For additional personal note, see “Pages 
with the Editors.” 


velopment of the water and power re- 
sources of the nation. 

In making his proposal, he has put 
forward a plan that seems to have lit- 
tle regard for the constittitional guar- 
anties to the various states. He has 
put forward something that would sap 
the pioneer spirit that has made the 
nation great. 

It is for this reason that I intro- 
duced in the 81st Congress, S 3376, a 
bill to establish a definite and concrete 
national water and power resources 
policy, a policy in keeping with the 
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spirit of the Reclamation Act of 1902, 
a policy which recognizes the rights of 
a people to own, manage, operate, and 
have full benefit of the water and 
power development projects that they 
themselves will pay for. 

We of the West are reclamation 
minded, but we question the desirabil- 
ity of reclamation projects — Federal 
or otherwise—if, in gaining them, we 
sacrifice the right to own these proj- 
ects. But that sacrifice will be the price 
we will pay if the bill I have intro- 
duced, or one to effectuate the same 
policy, does not become law. It is not 
a complicated measure. It asserts and 
reaffirms the intent of basic reclama- 
tion law. 


_ here, let’s go back to 1902, the 
beginning of the reclamation pro- 
gram—the enactment of the Reclama- 
tion Act during the administration of 
the late President Theodore Roosevelt. 
The pioneer projects then begun con- 
vinced the people of their worth. The 
program grew, and during the depres- 
sion years the need for worth-while 
make-work projects gave the program 
impetus. Of all the make-work proj- 
ects undertaken during those gloomy 
years, reclamation projects —- meas- 
ured by any tests — were the most 
worth while. 

By their very bigness and the 
promise they held for everlasting bene- 
fit, they won converts everywhere 
through the arid West. They appealed 
to the imaginations, to the pioneer 
spirit, of young and old alike. 

Reclamation support has never 
known party lines. It is as nonpartisan 
as anything can possibly be. There is 
no question of whether we shall have 
reclamation at the hands of one po- 
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litical party or the other. How we 
shall have reclamation is the all-im- 
portant question. 

Shall we have it by a paternalistic 
government whose managers sit in the 
marble halls of Washington, or shall 
we have it as an instrument managed, 
operated, and owned by the people 
who pay for it through their purchases 
of water, electric power, and other 
benefits? That is the question. 

For myself, and for those who will 
give the matter a modicum of thought, 
the answer is simple. We must have 
reclamation as something belonging to 
the people—not to the Federal govern- 
ment. 

And that, in a few words, is what 
my bill aims to bring about ; ownership 
of reclamation and multiple-purpose 
flood-control projects by the people 
who pay for them. 


B” the President has rendered the 
country a service in dramatizing a 
great national issue on the future of 
water and power development. And 
the entire country should be vitally in- 
terested in that issue because it seems 
to be his clear intent to expand Fed- 
eral ownership of reclamation and 
water power to include all the major 
river systems of the United States. 

His proposal that development of 
the Pacific Northwest take place un- 
der a valley authority program mod- 
eled after the TVA is a radical de- 
parture from the basic reclamation 
policy which had its inception nearly a 
half-century ago. It is a proposal for 
extension of big government on truly 
a grand scale. 

To make clear the issue, we should 
briefly review early reclamation 


policy : 
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HOME RULE FOR FEDERAL MULTIPURPOSE PROJECTS 





Progress towards Socialization 


ee creomaytd Truman and those about him resent the statement that 
we are ‘on the jast mile to Socialism,’ but they cannot successfully 
deny that we are making long strides in the direction of more and bigger 
Federal ownership of operations that are more properly—morally and 
constitutionally—the functions of the people of the several states.” 





In 1902, President Theodore Roose- 
velt and the Congress realized that all 
of the easy-to-build irrigation proj- 
ects had been completed by the pio- 
neers of the West, but there remained 
many millions of acres of fertile land, 
barren for the want of water. Many 
large streams running through deep 
canyons and high plateaus were pour- 
ing their waters, unused, into the sea. 

To bring this wasted, but sorely 
needed water onto the land was beyond 
the resources of the people of the 
West. Problems of finance and engi- 
neering were staggering. Only the re- 
sources of the Federal government 
could be equal to the task. For this 
reason, the people of the West ap- 
pealed for Federal help—but they 
didn’t ask for it as a “handout.” 

They urged that a national reclama- 
tion program be adopted. They point- 
ed out that the national government 
had reserved to itself most of the area 
of the West; that the government had 
a large income from land sales and 
from oil and mineral lease royalties, an 
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income certain to increase as the West 
developed. This income, it was right- 
fully argued, should be used to finance 
the reclamation program. 


b *  prapemage believed then, as they 
do now, that the resources of the 
West belonged to the West, and should 
be used for its development. The Mid- 
west and East were already using 
their resources under a system of pri- 
vate enterprise. 

Congress and President Theodore 
Roosevelt agreed. The program urged 
by the westerners brought about en- 
actment of the Reclamation Act of 
1902. 

Under this act, the Bureau of Rec- 
lamation, in partnership with the 
states, was to investigate and survey 
resources, plan projects, and build 
them with funds provided from the 
lease or sale of western resources still 
in Federal government hands. 

Water users and landowners signed 
repayment contracts which provided 
for amortized payments over a long 
NOV. 9, 1950 
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period of time. No interest was to be 
charged on the Federal funds ad- 
vanced. Repayments went into a re- 
volving reclamation fund which was 
to be used for construction of future 
projects. 

While repayment contracts did not 
actually provide that legal title to the 
projects would pass to the water users 
and landowners, it became accepted 
policy that the equitable title did pass. 

Beneficiaries of the reclamation pro- 
gram were required under the repay- 
ment contracts to take over the proj- 
ects and operate them as soon as they 
were completed and tested. It was rec- 
ognized that the projects belonged to 
the people. The Federal government 
was a creditor and had only the right 
to collect the money advanced. Gov- 
ernment did not attempt to manage 
the projects because the people could 
do it themselves, and more efficiently. 

The projects were assumed to be 
self-liquidating, and, as a matter of 
history, the assumption was correct. 


| a the early days of reclamation, elec- 
tric power development was large- 
ly incidental to the irrigation program. 
Where power units were established, 
they were at first included in the re- 
payment contracts to be owned and 
managed as any other part of the proj- 
ect. Where power was disposed of to 
others outside the contract, the pro- 
ceeds were credited to the repayment 
contract. Later, the practice with re- 
spect to power was gradually changed 
until as of today it is regarded as be- 
longing to the United States, or, as it 
is cautiously stated in the new repay- 
ment contracts, it is “subject to the 
disposal of Congress.” 

This matter is mentioned to em- 
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phasize the fact that the proceeds from 
sales of electric energy developed on 
the projects was originally regarded 
as one of the resources of the West 
which should and did go into the re 
volving reclamation fund as the re. 
payment contracts were gradually 
liquidated. 

With the depression of the thirties, 
there came a great expansion of the 
reclamation program. The construc- 
tion of flood-control and power proj- 
ects by the Army Corps of Engineers 
was also greatly accelerated. 

In the haste to get these projects 
under way to furnish greatly needed 
employment, little attention was given 
to the formulation of a national policy 
which should govern not only their 
construction, but their future opera- 
tion and ownership. 

In the Southeast, Congress author- 
ized a new venture with an entirely 
new agency — the Tennessee Valley 
Authority, a corporation owned by the 
Federal government—with vast pow- 
ers to not only plan and construct the 
projects, but also to own and operate 
them perpetually. 


Nn the West, there are two Federal 

agencies, the Bureau of Recla- 
mation and the Army Engineers, en- 
gaged in vast reclamation and flood- 
control programs, most of them in- 
volving large electric power plants and 
some involving transmission systems. 

Out of this situation, we have com- 
peting Federal programs, inconsistent 
in many respects in basic policies, vet, 
on the whole, headed directly toward 
putting the Federal government per- 
manently into business as a producer, 
distributor, and marketer of electric 
power. All other phases of develop- 
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HOME RULE FOR FEDERAL MULTIPURPOSE PROJECTS 


ment — irrigation, soil conservation, 
etc.—seem to be incidental to this sec- 
ondary objective. 

At this point, it should be mentioned 
that in 1939 the Congress authorized 
adeparture from the early repayment 
policy of the reclamation program. It 
permitted the Bureau of Reclamation 
to rent water to landowners for irri- 
gation and to municipalities for do- 
mestic and industries uses. 

Under this provision, the United 
States government is now operating in 
some sections of the West as a perma- 
nent water utility in combination with 
its business as an electric utility. In the 
giant Central Valley (California) 
project, water contracts are on a 
rental basis. The Bureau of Reclama- 
tion sells power in the same area. 


Bercy is a bill now before the Sen- 


ate, the Canadian river, Texas, 
bill (HR 2733), which will authorize 
the Reclamation Bureau to construct 
a water supply system, including 
sewage disposal plants, for a series 
of Texas communities at an esti- 
mated cost of $87,000,000. There is 
some incidental irrigation included in 
the proposal, just enough to give it 
some color as a reclamation project. 
And the sponsors of this plan, at one 
stage, indicated their desire that the 
Federal government should not only 
build it, but own and operate it 
permanently after completion. 

The recital of these matters raises 
two vital questions. 

Where are we headed? 

What has happened to the morale of 
the American people that they should 
even suggest that the Federal govern- 
ment build, own, manage, and operate 
their municipal water supply systems? 
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RESIDENT Truman and those about 

him resent the statement that we are 
“on the last mile to Socialism,” but 
they cannot successfully deny that we 
are making long strides in the direc- 
tion of more and bigger Federal own- 
ership of operations that are more 
properly—morally and constitutional- 
ly—the functions of the people of the 
several states. 

It cannot be successfully denied that 
to put all of our large interstate river 
systems under valley authorities, 
modeled on the TVA plan, would give 
the Federal government, through those 
agencies, a veritable stranglehold on 
the future economic development of 
the United States. 

But the President and his counselors 
claim it is necessary to grant these all- 
inclusive powers in order to make 
progress. We cannot develop our re- 
sources and grow as a nation if the 
powers are not granted, the President 
says. 

He asserts that if we are to de- 
velop our river systems with their 
great water resources and hydroelec- 
tric potentialities, we must give the 
Federal government power to com- 
pletely take over. With the President 
and others of like mind, Federal own- 
ership and control of natural resources 
is a must. They claim there is no other 
path to successful development, and 
condemn those who hold different 
views as opponents of progress and 
enemies to their country. 

They may be right in the first 
premise, but only if it be true that the 
self-reliant spirit of American pioneers 
is completely dead. Federal paternal- 
ism of the past eighteen years has 
done much to stultify the pioneer 
spirit, but I have faith that the deter- 
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mination to stand on one’s own feet 
still exists in the United States and 
will manifest itself under the proper 
leadership. 


N behalf of millions of citizens of 
the West, and of every state in the 
Union, who are working with all their 
strength to help America grow, and 
who believe that growth can best be 
accomplished at grass-root levels, I as- 
sert there is a better way than that of 
the administration to bring about en- 
during progress in the development 
and use of our water and power re- 


sources. 

That way has been amply demon- 
strated. It lies in the basic philosophy 
of the Reclamation Act of 1902. Gov- 
ernment should only do for the people 
the needed things which they cannot 
do for themselves. They could not 


build the difficult reclamation projects 
principally because they could not 
raise the huge sums needed for their 
construction. 

Yet these people, these “grass root- 
ers,” if you please, already have con- 
structed by their own efforts—without 
benefit of Federal aid—nearly 85 per 
cent of the irrigation and power proj- 
ects of the West. They have produced 
trained men to investigate, to plan, and 
to execute the plans. All they need 
today are instalment loans from the 
United States, large enough to finance 
the remaining vast basin-wide devel- 
opments. When they are constructed, 
the people have the ability to operate 
and maintain the projects and repay 
the loans on an amortized basis. 

To those in the administration who 
say that Federal management (and 


profit) is necessary because the river 
systems involved traverse more than 
one state, I would point to the many 
interstate water compacts that func- 
tion successfully today. By means of 
interstate water and power users’ as- 
sociations, provided for by S 3376, 
they can function equally well in the 
future, even for the development of a 
basin as vast as that of the Columbia 
river and its tributaries. 


espe is no intent here to discuss 
the merits or demerits of rural 
electrification. But just as the rural 
electric cooperatives can and do repay 
their loans from the government to re- 
ceive equitable title to their systems, so 
can the people of the West—and all 
the nation—repay Federal loans made 
to develop the natural resources of 
their respective areas. And, as the 
rural electric codperatives have suc- 
cessfully managed and operated their 
businesses, so can the people success- 
fully manage and operate and have the 
benefit of the resources that are right- 
fully their own. 

It was to bring about these desired 
results that I introduced S 3376. 
There is nothing complicated in this 
measure, which is designed to effec- 
tuate natural resources development 
without the supergovernment of bu- 
reaucracy which exists today, and 
which will become even greater if the 
people consent to the valley authority 
idea—the stifling idea that only Uncle 
Sam is able to do the big things, where- 
as all that is needed from Uncle Sam 
is financial aid in the way of loans 
which will be fully repaid on an 
amortized basis. 
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Should an Excess Profits Tax Be 
Applied to Public Utilities? 


Among the proposals pending before Congress, and receiving 
committee attention during the recent recess, is the matter of 


excess profits taxation. 


Postrecess hearings will attempt 


to shape a policy which may eventually take the form of legisla- 


tion. The question then arises 


as to the possible effect such 


legislation, if too broadly conceived, might have on the regu- 


lated utility 


industry. 


By EDWIN M. STARK* 


N considering the propriety of ap- 

| plying an excess profits tax to 
public utilities, the fundamental 

difference in the economics of utilities 
as compared with competitive busi- 
nesses should be carefully appraised. 
The former are largely noncompeti- 
tive in nature and are regulated as to 
gross revenues and profits, whereas 
the latter are competitive and under 
normal conditions are unrestricted by 
law as to income or profits. 

The contrast between the two classi- 
fications of corporations may be illus- 
trated in part by the fact that the aver- 
age of domestic electric’ rates has 
been reduced 50 per cent in the past 
twenty years. This has taken place 


*For personal note, see “Pages with the 
tors.’ 
_1 Edison Electric Institute: Annual Statis- 
tical Bulletin. 
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while costs of labor, fuel, construction, 
and services have greatly increased. 
During the same period, the wholesale 
price® index of all commodities has 
risen from approximately 85 to 168. 
Thus the cost of electric energy to con- 
sumers is about 25 per cent as much 
as it was twenty years ago in terms of 
all commodity prices. 

It is the duty of public utility com- 
missions or other regulatory bodies to 
administer laws so that rates will not 
be excessive, inadequate, or unfairly 
discriminatory. Regulation is applied 
to individual companies to insure that 
rates for services are reasonable and 
that profits are limited to a’ fair and 
equitable basis. As representatives of 


2U. S. Department of Commerce: Survey 
of Current Business (U. S. Bureau of Labor 
Statistics data). 
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the public, regulatory bodies see that 
benefits from increased output, im- 
proved facilities, greater operating effi- 
ciency, and lower cost of capital are 
passed on to consumers in the form of 
reduced rates. These benefits have 
been continuous and extensive as evi- 
denced by the foregoing example. 


po utilities are vital to the prose- 
cution of war and to the prosperity 
and welfare of the people in peacetime. 
The requirements for increased ca- 
pacity are now pressing in many in- 
dustrial areas. To meet the needs of 
the country, vast amounts of capital 
must be obtained. High credit stand- 
ing, attained through stable earnings, 
constitutes the foundation upon which 
adequate capital can be provided at 
reasonable cost and this is made pos- 
sible only by the application of wise 
regulatory and tax laws. Upon these 
factors depend the marketability and 
prices obtainable for bonds, and pre- 
ferred and common stocks, which 
should be issued in proportions that 
maintain a balanced capital structure. 
As the name implies, public utilities 
are operated for the benefit of all the 
people, and through long years of de- 
velopment under special legislation 
and sound management, they function 
more as public servants than as private 
enterprises. Among their public char- 
acteristics are the following: 


A. Ownership: 


(1) At the end of 1949 it is esti- 
mated that there were 3,000,- 
000% stockholders of electric 
utility companies and probably 
in excess of 5,000,000 stock- 
holders of all public utilities, 


(2) Life insurance companies alone 


3 Moody’s Investors Service. 
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held on April 30, 1950, $9,627 - 
000,000 of public utility bonds 
(U. S.).4 (This represented 
over 45 per cent of all cor- 
porate and miscellaneous bonds 
owned by them.) 

(3) In the five years from 1945 to 
1949 $12,562,000,000° of se- 
curities of utilities were public- 
ly offered. (This constituted 
42 per cent of the securities is- 
sued by utility, manufacturing, 
commercial, railroad, real es- 
tate, and financial groups. ) 


Public utility securities represent 
the savings of the rank and file of the 
people since they are owned largely by 
the public either directly, or indirectly, 
through their interest in insurance ® 
companies, banks, investment, educa- 
tional, and charitable trusts, and other 
organizations. 

B. Utilities are obligated to provide 
the needs of the public for services 
which must frequently be anticipated 
and committed for, years ahead. 

C. State commissions and other 
bodies administer regulatory laws as 
representatives of the public. 

D. Standard accounting policies and 
methods are prescribed by regulatory 
bodies,” thus insuring uniformity in 
reporting performance to security 
holders and the public. 

E. Public utilities as a whole pay the 
largest amount in taxes of any indus- 
try group, including Federal and state 
corporation income, franchise, charter, 
license, excise, real estate, personal 
property, and miscellaneous. The total 
taxes of this group are estimated in 
excess of $1.5 billion for 1949.8 


# Life Insurance Association of America. 

5 Securities and Exchange Commission. 

6 Seventy-eight million life insurance policy- 
holders reported by Life Insurance Association 
of America. 

7 Federal Power Commission, various state 
commissions. 

8 Based on data compiled by: Federal Power 
Commission, electric utilities; American Gas 
Association, gas utilities ; Federal Communi- 
cations Commission, telephone utilities. 
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SHOULD EXCESS PROFITS TAX BE APPLIED TO PUBLIC UTILITIES? 


NDER the present system of regu- 
lation, the earning of excessive 
profits by public utilities is prohibited. 
An excess profits tax formula is neces- 
sarily arbitrary when applied broadly 
and cannot define excess earnings on 
the basis of accepted standards. Since 
fair and equitable earnings are estab- 
lished on individual companies, the 
application of an excess profits tax 
law would destroy the balance which 
has been attained in the public interest 
under existing regulatory laws. 

The balance referred to comprises 
low rates to consumers, modest earn- 
ings on the capital employed, a ready 
market for securities at favorable 
prices, and ability to continually ex- 
pand capacity to meet government and 
civilian requirements, including those 
of national defense. Changes brought 
about in established standards of reg- 
ulation by the application of an ill-con- 
ceived tax formula, or otherwise, could 
be far-reaching in their effects. If pub- 
lic confidence is once impaired, it 
would be difficult to restore since the 
very foundation of the structure would 
have been weakened. 


The uncertainty as to whether or 
not public utilities will be subject to an 
excess profits tax is already interfer- 
ing with the necessary expansion of 
facilities by lessening the demand for 
and by depressing market ® prices of 
their common stocks. An expression 
of intent by Congress to exempt utili- 
ties from excess profits taxes, if and 
when such a law is enacted, should re- 
store confidence and materially aid in 
providing the funds for additional 
capacity to meet the government’s pre- 
paredness program. 


ye formula which may be suit- 
able for competitive businesses is 
not applicable to regulated public util- 
ity corporations, which should be 
treated separately and in accordance 
with the facts and circumstances in- 
herent in them. The requirements for 
vital utility services are so important 
in our economy that their adequacy 
and efficiency should be encouraged 
and not lessened by government action. 


2 On October 4, 1950, the Dow-Jones average 
of public utility common stocks was 8 per cent 
below the 1950 high, whereas the industrial 
average recorded a new high for the year. 
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EOPLE believe that free enterprise not only has failed to 


give but has actually withheld things to which they are 


entitled. What are those things? Let us tie them all together in 
one bundle and label the bundle with the word ‘security.’ Many 
Americans doubt that the managers of free private enterprise 
have either the will or the ability to provide security. So they 
have turned to others who have been only too happy to promise 
it—the managers of government enterprise—the politicians. 
If security is to be provided, it must come from production by 
the enterprise system, not from government control. Manage- 
ment should make the continuing study of means for increasing 
the security of employees a definite responsibility and should 
make a thorough and serious effort to increase public under- 
standing of economic fundamentals.” 
—Ernest T. WEIR, 
Chairman of the Board, National Steel Corporation. 
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Development of Rate Regulation 
In Canada 


PART I 


A review of the early development of Canadian law and prac- 

tice in the field of utility rate regulation. This is followed by 

an analysis of more recent decisions, in which the “corporate 

fiscal requirement,” as the Canadian basis for rate making, 
became definitely established. 


By HUGH E. O’DONNELL, KC* 


ROM my reading of American de- 
cisions, I have formed the im- 


pression that American tribunals 
and courts have not adopted the cor- 
porate fiscal needs of public utilities as 
an appropriate basis for rate making. 
For this reason, if I be correct in my 
appreciation, American lawyers and 
others concerned with utility regula- 
tion—and even some of my Canadian 
brethern—might be interested to hear 
how this basis for rate making has 
been developed by the Board of Trans- 
port Commissioners for Canada and 
its predecessors. 

I, wish to make clear at the outset 
that my comments apply only to those 
utilities which are within the legisla- 
tive; jurisdiction of the Parliament of 
Canada and so subject to Federal reg- 
ulatcory authority, in contradistinction 


*For personal note, see “Pages with the 
Editors.” 
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to those within the ambit of provincial 
jurisdiction and the varying regula- 
tory practices which may prevail in 
any one of Canada’s ten provinces. 

It is a matter of historical interest 
that, from the very inception of 
Canada’s railway life, it has had an 
international tinge and character. The 
first endeavors of Canada in the rail- 
way field followed closely upon similar 
efforts in the United States. Canada’s 
first railway—in extent a modest six- 
teen miles—was really a venture for 
the purpose of developing our inter- 
national relations. It was built for the 
express purpose—to use the words in 
its Act of Incorporation—of 


facilitating and dispatching the car- 
riage and conveyance of goods, pas- 
sengers, etc., between the navigable 
waters of Lake Champlain and the 
River St. Lawrence, opposite the city 
of Montreal. 
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It was designed to develop trade and 
commerce between New York and 
Montreal. 


H™ thoroughly well the underly- 
ing idea of that modest original 
venture has flourished is indicated as 
one remembers the situation today, 
when the great railroads of the United 
States run freely into Canada and vice 
versa. 

The Pere Marquette, Michigan 
Central, Wabash, the Great Northern, 
and the Northern Pacific operate ex- 
tensively in Canada. Our publicly 
owned Canadian National Railways 
operate almost 1,800 miles in the 
United States; and the privately 
owned Canadian Pacific Railway con- 
trols and operates about another 3,800 
miles. 

So intimately have these railway op- 
erations been conducted that, it is fair 
to say, the railways of Canada and the 
United States today constitute, for all 
practical purposes, one great railway 
system. Passengers and freight may 
freely move from any point in one of 
the countries to any place in the 
other. Great benefits to both have ac- 
crued through the unhampered ex- 
change of ideas, of trade and com- 
merce, and of opportunities to come to 
know one another better which our 
railroads have provided and facilitat- 
ed for more than a century. 

Similar benefits and privileges have 
been accorded through the communi- 
cation utilities—the telegraph, the 
telephone; through the express com- 
panies, and now through the great air 
transport lines which have, in these 
most recent years, made our contacts 
with one another even more rapid and 
easy. 
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REGULATION IN CANADA 


) is in 1832, in the second year of 
the reign of William IV, that one 
finds the earliest legislation concern- 
ing railways in what is now Canada. 
The Provincial Parliament of Lower 
Canada enacted the Statute 2, William 
IV, Chap 58, entitled “An act for 
making a railroad from Lake Cham- 
plain to the River St. Lawrence”’— 
the 16-mile railroad to which I have 
already made reference. The incor- 
porators became a body politic and 
corporate named “The Company of 
Proprietors of the Champlain and 
Saint Lawrence Railroad.”” Work was 
commenced on it in 1835 and it was 
opened to traffic in the following year. 
Originally, but for a short time only, it 
is interesting to note, that the motive 
power was furnished by horses but 
this mode gave way to the locomotive 
in 1836, only six or seven years after 
“Tom Thumb” had been put into serv- 
ice on the Baltimore & Ohio, “Best 
Friend of Charleston” on the Charles- 
ton & Hamburg—the Southern Rail- 
way—and “John Bull” on the Penn- 
sylvania Railroad. 

From such humble beginnings, in 
the 116 years intervening, the mileage 
operated by Canadian Railways has 
grown until, as of December 31, 1948, 
the total for all tracks was 57,005 
miles. (DBS Steam Railways, 1948, 


page 5.) 


b *  dovneur operating methods and 
practices are similar in both 
countries, there is one feature, which 
will at once strike the United States 
student of regulation as singular. The 
Canadian basis for determining and 
providing the revenues requisite to the 
railways is different. The rate base and 
rate of return technique which has 
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been developed so thoroughly in the 
United States through the Interstate 
Commerce Commission has not been 
adopted in Canada. A different ap- 
proach prevails. In Canada, the cor- 
porate fiscal requirements of the 
utilities have been the governing fac- 
tor in regulating rates. 

While the method was originally 
developed by the Board of Transport 
Commissioners and its predecessors in 
connection with the regulation of 
transport utilities — railways, includ- 
ing express companies — the revenue 
requirements of the communication 
utilities — telephone and telegraph 
companies, which are also under the 
jurisdiction of the Board of Trans- 
port Commissioners — have likewise 
been determined. I will review, briefly, 
some of the high lights of this de- 
velopment. 

Control of the tolls and rates and of 
the permissible earnings of the rail- 
ways in Canada has varied greatly and 
been handled in different ways 
through the years. For instance, in 
the case of the “Champlain and St. 
Lawrence Railroad” it was enacted— 


that it shall and may be lawful to and 
for the said company of proprietors, 
their successors and assigns from 
time to time and at all times hereafter 
to ask, demand, take, and recover to 
and for their own proper use and be- 
hoof, for all goods, wares, merchan- 


z 


dise, and commodities of whatever 
description transported upon the said 
railroad twelve shillings and sixpence 
currency of this Province per ton 
weight, and for every passenger four 
shillings currency, the said rates to be 
paid respectively for the whole dis- 
tance from the Port of Saint Johns to 
the River Saint Lawrence aforesaid 
and so in proportion for each mile of 
the said distance . . . (Art XXXIV) 


B” this right to such tolls was re- 
stricted by the further provisions 
which one finds in Article XXXVI of 
the Charter whereby the rates were to 
be regulated yearly dependent upon 
the amount of the dividend declared in 
the preceding year. This Article de- 
creed that 


when and so often as the said com- 
pany shall have declared for the pre- 
ceding year a dividend to a greater 
amount than six pounds per share, the 
said company shall and they are here- 
by directed and required for the year 
next ensuing such declaration of divi- 
dend to make an abatement or reduc- 
tion from such maximum rate of five 
pounds per centum on the amount of 
such maximum rates for each and 
every ten shillings per share, which 
they shall divide over and above the 
said dividend of six pounds per 
share. 


Thus, in the case of the Champlain 
and Saint Lawrence Railroad, which 
was established prior to Confederation 
and under control of the Provincial 


inception of Canada’s railway life, it has had an interna- 


q “Ir is a matter of historical interest that, from the very 


tional tinge and character. The first endeavors of Canada 
in the railway field followed closely upon similar efforts in 
the United States. Canada’s first railway—in extent a 
modest sixteen miles—was really a venture for the purpose 
of developing our international relations.” 
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Parliament of Lower Canada, one 
finds that rates and earnings were 
controlled and dependent upon the ex- 
tent of dividends paid to the share- 
holders. 

A maximum dividend was stated 
and, when the “rates” authorized pro- 
duced more than 12 per cent, the 
maxima thereof were to be reduced 
one-fourth. This type of regulation 
and restriction of rates was based upon 
a similar clause in the Charter of Eng- 
land’s Liverpool and Manchester Rail- 
way. (Dr. S. J. McLean: page 34, Re- 
port to the Minister of Railways, Feb- 
ruary 10, 1899: Sessional Paper No. 
20a, of the Second Session, Ninth 
Parliament of Canada, 1-2 Edward 
VII, 1902.) 


A= variation of the control 
of rates, through the operation 
of dividends, is found in the Charter 
granted to the New Brunswick and 
Quebec Railway in 1836. The Charter 
provided that the company might 
charge such rates as it considered rea- 
sonable. The legislature might, how- 
ever, after ten years from the comple- 
tion of the road, if the tolls were de- 
clared excessive, reduce them so that 
they should not produce a greater rate 
of profit than 25 per cent. (McLean: 
idem. ) 

About 1845, an attempt to regulate 
rates through the operation of divi- 
dends was abandoned as is indicated in 
the Charter of the Atlantic and St. 
Lawrence Railway. The English 
precedent of regulating rates through 
dividends was departed from and a 
provision was made that, on all net 
income in excess of 12 per cent, a tax 
of one-half was to be paid. (McLean: 
idem.) 


In the twelve years following Con- 
federation in 1867, some eleven acts 
and amending acts were enacted. 
These acts were repealed by “The Con- 
solidated Railway Act, 1879” (42 Vict 
Cap 9). This statute provided a con- 
solidated act which, generally speak- 
ing, would apply to all railways under 
the jurisdiction of the Parliament of 
Canada. 

By § 17 of the act, tolls — the 
term used to designate the charges for 
the use of the canals in England and 
which still survives in our Railway Act 
today—were to be fixed and regulated 
from time to time by the bylaws of the 
company. They could not be “levied 
or taken” until approved by the Gov- 
ernor-in-Council, nor until after two 
weekly publications in the Canada 
Gazette of the bylaw establishing 
such tolls and of the Order-in-Council 
approving thereof (ss 9). 


HE right of Parliament to inter- 
vene in the matter of tolls was 
limited : § 17, ss 11, reads: 


The Parliament of Canada may, 
from time to time, reduce the tolls 
upon the railway, but not without con- 
sent of the company, or so as to pro- 
duce less than 15 per cent per annum 
profit on the capital actually expended 
on its construction; nor unless, on an 
examination made by the Minister of 
Public Works of the amount received 
and expended by the company, the net 
income from all sources, for the year 
then last passed, is found to have ex- 
ceeded 15 per cent upon the capital so 
actually expended. 


The Act of 1879 provided for the 
constitution of “The Railway Com- 
mittee of the Privy Council” which 
was really a committee of the Cabinet, 
one of whose members was to be chair- 
man (Part Second, §§ 35 et seq). The 
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Canadian Approach to Rate Making 


a =a operating methods and practices are similar in both 
countries, there is one feature, which will at once strike the 
United States student of regulation as singular. The Canadian basis 
for determining and providing the revenues requisite to the railways 
is different. The rate base and rate of return technique which has been 
developed so thoroughly in the United States through the Interstate 
Commerce Commission has not been adopted in Canada. A different 
approach prevails. In Canada, THE CORPORATE FISCAL REQUIREMENTS 
OF THE UTILITIES have been the governing factor in regulating rates.” 





duties performed by this committee 
were, generally speaking, administra- 
tive and related principally to the loca- 
tion and construction of railways, 
traffic arrangements, and other opera- 
tional matters, but it in no wise regu- 
lated the tolls which the railways 
might charge which, as I have men- 
tioned, might be such as to produce up 
to 15 per cent per annum profit on the 
capital actually expended on the con- 
struction of a railway. 


ie 1881, in the act (44 Vict Cap 1) 
providing for the incorporation of 
the Canadian Pacific Railway and for 
the terms and conditions upon which 
it was to construct a railway connect- 
ing the seaboard of British Columbia 
with the railway system of Canada, 
one finds, in Article 20 of the Charter, 
an extension of the limits within 
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which the reduction of tolls by Par- 
liament, as provided for under the 
Consolidated Act of 1879 (§ 17, ss 
11) could be made. The right was 


. extended, so that such reduction 
may be to such an extent that such 
tolls when reduced shall not produce 
less than 10 per cent per annum profit 
on the capital actually expended in the 
construction of the railway instead of 
not less than 15 per cent per annum 
profit as provided by the said subsec- 
tion. And the exercise by the Gover- 
nor-in-Council of the power of reduc- 
ing the tolls of the company as pro- 
vided by the tenth subsection of said 
§ 17 is hereby limited to the said ex- 
tent with relation to the profit of the 
company, and to its net revenue, as 
that to which the power of Parliament 
to reduce tolls is limited by said sub- 
section 11 as hereby amended. 


In 1888 the law was revised and 
consolidated by the Railway Act (51 
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Vict Cap 29). The provision concern- 
ing tolls will be found in §§ 223 and 
following. They might still be fixed by 
bylaw and might not be levied or taken 
until such bylaw had been approved by 
the Governor-in-Council and published 
in the Canada Gazette as provided in 
the earlier act. 


HE jurisdiction of the Railway 

Committee of the Privy Council 
was greatly extended and it was given 
power (§ 11): “. . . to enquire into, 
hear, and determine, any application, 
complaint, or dispute respecting” a 
lengthy enumeration of matters, in- 
cluding, ““(k) tolls and rates for the 
transportation of passengers and 
freights.” 

As to the matters last mentioned, 
the appraisal of the situation by Dr. 
S. J. McLean is enlightening. Dr. Mc- 
Lean wrote (idem page 35) : 


In Canada the declaration of a right 
of control over rates by Parliament 
still exists. But, in view of the fact 
that this cannot be exercised until a 
dividend of 15 per cent is obtained, 
such declaration of power amounts to 
nothing. 


In the earlier years of railway de- 
velopment in Canada, even as in your 
country, the essential thing was to ob- 
tain transportation facilities. The con- 
trol of rates at that stage was of sec- 
ondary importance and something for 
another and a later day. Canada’s pe- 
culiar geographical characteristics—a 
long narrow ribbon of settlement, 
about four thousand miles in length, 
whereby its development was to be re- 
stricted for many years, at least to the 
relatively narrow strip along the in- 
ternational boundary—at its greatest 
width not more than three hundred 
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miles — rendered railway transporta- 
tion absolutely essential. 


HEN once the facilities had been 

provided the people turned their 
attention to the subject of regulation 
and control. It was contended that the 
Railway Committee was not a satis- 
factory body to handle the control of 
rates and other features of railway 
transportation. Its dual function— 
political and administrative; the fact 
that its personnel varied with changes 
of government and that it was without 
continuity of tenure, were pointed to 
as evidence of need for change. Nu- 
merous complaints regarding rate 
matters emanated from all parts of the 
country. 

About 1899, this general situation 
led the then Minister of Railways and 
Canals, the Honorable A. G. Blair, to 
instruct Dr. S. J. McLean to study and 
report to him regarding these matters. 
Dr. McLean made two very detailed 
reports, one dated February 10, 1899, 
entitled “Reports upon Railway Com- 
missions, Railway Rate Grievances, 
and Regulative Legislation,” which I 
have already mentioned, and the other 
dated January 17, 1902, entitled “Rate 
Grievances on Canadian Railways.” 
(These reports were published in 1902 
as Sessional Paper No. 20a — of the 
Second Session, Ninth Parliament of 
Canada.) 

A perusal of Dr. McLean’s reports 
indicates how fully and carefully he 
considered the very important matters 
which had been referred to him. He 
reported upon the methods of control 
and regulation followed in England 
and in many of the states of the 
United States. He reviewed the law 
of the Interstate Commerce Commis- 
NOV. 9, 1950 
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sion and commented upon the work- 
ing of the commission itself. 


. is fair to say that, in consequence 
of Dr. McLean’s studies and rec- 
ommendations “The Railway Act, 
1903” (3 Edward VII, Cap 58), was 
adopted. It amended and consolidated 
the law respecting railways and pro- 
vided the pattern of Canada’s present- 
day Board of Transport Commission- 
ers. The Railway Committee of the 
Privy Council was abolished and, in 
lieu thereof, a commission, to be 
known as the “Board of Railway Com- 
missioners for Canada,” consisting of 
three members, was appointed. (Sec- 
tion 8.) The board was invested with 
the powers and duties previously vest- 
ed in the Railway Committee of the 
Privy Council. 

In so far as tolls were concerned, 
they might still be provided for by the 
enactment of a bylaw of the company 
but any such bylaw had then to be sub- 
mitted to and approved by the board; 
and, by the provisions of § 251, the 
board was empowered to “approve 
such bylaws in whole or in part, or 
may change, alter, or vary any of the 
provisions therein” ; and no tolls were 
to be charged, levied, or collected for 
any services as a common carrier ex- 


e 


cept under the provisions of the said 
act and not until any bylaw providing 
therefor had been approved. The 
board was given power to “disallow 
any tariff or any portion thereof which 
it considers to be unjust or unreason- 
able, or contrary to any of the provi- 
sions of this act.” (Section 257.) It 
could require the company “to substi- 
tute a tariff satisfactory to the board 
in lieu of that disallowed or may pre- 
scribe other tolls in lieu of the tolls so 
disallowed.” (Jdem.) 


8 tee, in 1903, Canada’s principal 
land transportation utilities—the 
railways—were provided with a regu- 
latory body in many respects similar to 
the Interstate Commerce Commission 
which, in 1887, had been established in 
the United States under the Interstate 
Commerce Act. The Board of Rail- 
way Commissioners as originally con- 
stituted was a court of record, a statu- 
tory tribunal, really one of the Federal 
courts, with functions defined by the 
Railway Act, and, at the same time, it 
was accorded a wide administrative 
jurisdiction. Its decisions on questions 
of fact were final. Its duties, however, 
were not managerial with respect to 
the companies under its jurisdiction; 
they were regulatory only. 


—-the railways—were provided with a regulatory body in 


q “... 1 1903, Canada’s principal land transportation utilities 


many respects similar to the Interstate Commerce Com- 
mission which, in 1887, had been established in the United 
States under the Interstate Commerce Act. The Board of 
Railway Commissioners as originally constituted was a 
court of record, a statutory tribunal, really one of the 
Federal courts, with functions defined by the Railway Act, 
and, at the same time, it was accorded a wide administrative 


jurisdiction.” 
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Its successor, the present Board of 
Transport Commissioners for Canada, 
which now consists of six members, 
enjoys similar prerogatives and exer- 
cises functions such as those provided 
for in the act of 1903, together with 
others which have been entrusted to it 
in the intervening years. 

As already noted, under the act of 
1903, tolls were placed under the di- 
rect jurisdiction of the board. To all 
intents and purposes, the freedom in 
this sphere of the companies con- 
cerned, which, originally, were con- 
ceived as commercial enterprises, be- 
came restricted to that usually con- 
sonant with public utilities. The pro- 
vision which had appeared in the 
earlier legislation, that rates could not, 
without the consent of a company, be 
reduced so as to produce less than 15 
per cent per annum profit on capital 
actually expended in the construction 
of the railway, is not to be found in 
the act of 1903. By that act the board 
was given express authority to deter- 
mine whether rates were per se fair 
and reasonable—that is to both ship- 
per and carrier; and as to whether, as 
between persons and places, there ex- 
isted unjust discrimination. In either 
case, should need there be, it was em- 
powered to remedy matters. 


B’ the act of 1903, rates which were 
“unjust or unreasonable” could 
be disallowed. (Section 257.) This is 
the forerunner of a similar provision 
to be found in the Railway Act which 
is presently in force—Chapter 170, 
Revised Statutes of Canada of 1927. 

In the interval since 1903, there 
have been several amendments to the 
Railway Act, with the details of which 
I will not burden you. 
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In 1908 (7-8 Edward VII, Cap 61) 
the board was given jurisdiction over 
the communication utilities—the tele- 
phone and telegraph companies— 
whose operations were within the leg- 
islative authority of the Parliament of 
Canada. 

In 1938, by the provisions of the 
Transport Act, 1938 (2 George VI, 
Cap 53) the name of the board was 
changed to that which it presently 
bears—“Board of Transport Commis- 
sioners for Canada.” It was given 
jurisdiction over certain transport by 
water, and authority and control over 
“agreed charges” and “fixed charges” 
on the railways. 

The all-important provision under 
which the board has exercised jurisdic- 
tion in rate matters and thereby in the 
control of earnings which the trans- 
portation and communication utilities 
have been allowed to provide through 
rates and tolls, is set out in subsection 
5 of § 325 of the Railway Act as it is 
today (RSC 1927, Cap 170). The 
pertinent part of it, in so far as the 
control of rates is concerned, reads as 
follows: 

Notwithstanding the provisions of 

§ 3 of this act the powers given to the 

board under this act to fix, determine, 

and enforce just and reasonable rates, 
and to change and alter rates as chang- 
ing conditions or cost of transportation 
may from time to time require, shall 
not be limited or in any manner affect- 
ed by the provisions of any act of the 

Parliament of Canada, or by any 

agreement made or entered into pur- 

suant thereto, whether general in ap- 
plication or special and relating only 
to any specific railway or railways... 


|g will be noted that the board is 
given the positive and continuing 
duty “to fix, determine, and enforce 
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just and reasonable rates, and to 
change and alter rates as changing 
conditions or cost of transportation 
may from time to time require.” 

This duty was affirmed by the Su- 
preme Court of Canada in December, 
1949, in its judgment in CPR v. Al- 
berta et al. (64 CR & TC, page 129). 

In 1931, in the case of Government 
of Alberta v. CNR (1931 SCR, page 
656 at page 668) the Supreme Court 
described the powers of the board un- 
der this section as “powers of the most 
sweeping character.” 

In virtue of this provision of law, 
the board has determined the level of 
the rates which has prevailed through 
the years to provide the revenues and 
fiscal requirements of the transporta- 
tion and communication utilities which 
operate within the legislative authority 
of the Parliament of Canada. 


O™ very important exception to the 

powers of the board should, how- 
ever, be noted: By reason of a statu- 
tory provision contained in the closing 
clause of § 325(5) the board is pre- 
cluded from dealing with rates on 
grain and flour which, by statute, must 
be carried at the level of rates estab- 
lished in 1897 under the Crow’s Nest 
Pass Agreement. This very important 
segment of traffic handled by the rail- 
ways of Canada enjoys as to rates the 
privileged position guaranteed by the 
statutory proviso of § 325(5). 

“Just and reasonable rates” — re- 
ferred to in § 325, have repeatedly 
been declared to be rates which would 
be fair to the public, that is to the ship- 
pers and fair to the railways. 

In the 15 Per Cent Increase Case 
in 1917 (7, JOR & R, page 411) 


which was “an application entirely in 
ease of the railway companies 
finances” (page 424) the Board of 
Railway Commissioners stated (page 
429) : 


. it is clearly the duty of the board 
to allow fair and just rates to carriers 
for the service they perform. It is also 
clear that the board can neither order 
nor enforce rates which are unre. 
munerative to the carriers without in- 
fringing the principle of the Railway 
Act by denying carriers a fair and just 
rate. No enforced unremunerative 
rate can be said to be just to the car- 
riers. 


AZ the board further said (at page 
433), “An unduly low rate con- 
stitutes an unreasonable rate, just as 
much as an unduly high one...” 

In Manitoba and Saskatchewan 2. 
Railway Association (1920) 26 CRC 
298, one finds this statement by Mr. 
Commissioner Rutherford, page 301: 


The fact that, under the law, the 
railways as public utilities are required 
to have their rates approved by the 
board, does not justify the view that 
they should therefore be compelled to 
do business at a loss. 

Further, if the rates fixed are not 
fair and reasonable to the railways as 
well as to the public, the public will 
suffer inasmuch as no railway com- 
pelled to operate on a nonpaying basis 
can furnish efficient service or ade- 
quate facilities for the handling of 
traffic. 


So much for the earlier history of 
Canada’s pioneering in the field of reg- 
ulation. In the next instalment we 
shall examine more recent decisions, 
in which the “corporate fiscal require- 
ment” as the Canadian basis for rate 
making became definitely established. 


Part II of this article will appear in the next issue of the ForTNIGHTLY. 
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The Rdle of Accounting in 
Public Utility Regulation 


Part II. The problem of estimating income or loss 


This is the second instalment of a series of three 

articles by two well-known authors on public utility 

accounting. It deals especially with the troublesome 
problem of changing dollar values. 


By J. RHOADS FOSTER anp BERNARD S. RODEY, JR.* 


pany’s income for a particular 

monthly or annual reporting pe- 
riod is not a precise, exact statement 
of fact. It is rather a work of art. In- 
come as reported is an estimate, some- 
times a rough estimate, subject to the 
acceptable standards of income deter- 
mination. 

The determination requires numer- 
ous assumptions, allocations of joint 
costs, and matchings of costs of long- 
lived assets against the revenues of the 
accounting period. The precision with 
which credits and debits balance does 
not mean a corresponding arithmetical 
precision in determination of income. 

This absence of exactitude does not 


| \HE statement of a utility com- 


*This series of articles are selected excerpts 
from a volume by these same authors soon 
to be released by Prentice-Hall, Inc. For per- 
sonal notes, see “Pages with the Editors.” 
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necessarily mean that the accounting 
results are any less significant, but it 
should be understood that they are es- 
timates which reflect judgment, devel- 
oped accounting technics, and accepted 


accounting standards. Some com- 
ponents of revenue and of expense are 
precisely accurate figures. For in- 
stance, labor costs may be precise if the 
charge to expense is not dependent 
upon allocations. The precise figures, 
however, are used in conjunction with 
or are combined with estimates in the 
determination of income for the ac- 
counting period. 

The estimate of depreciation ex- 
pense is relatively unreliable for the 
purpose of either the monthly or the 
annual statement of income. Such an 
estimate ordinarily does not reflect the 
actual decline of income-producing ca- 
pacity of plant during the estimating 
NOV. 9, 1950 
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period. The provision for deprecia- 
tion is instead the appropriately amor- 
tized original cost, which depends 
upon the estimate of total useful life 
of plant and the choice of method of 
distributing the asset costs over that 
useful life. Subject to the cost conven- 
tion and the acceptable method of de- 
termining depreciation expense, the 
result remains a broad estimate. 


—" illustrate, assume a utility enter- 
prise whose annual operating rev- 
enue of exactly $1,000,000 is equal to 
investment in plant once in four years. 
The best estimate of the service life of 
the total plant is thirty years, based 
upon what appear at the time as the 
strongest probabilities. The future 
cannot with certainty be predicted, 
however, and it is assumed that the 
available studies indicate a range of 
reasonable estimate from a minimum 
of twenty-five years to a maximum of 
thirty-five years.” 

Assuming that depreciation expense 
is calculated on a straight-line basis 
and that the income (before income 
taxes) is approximately 6 per cent of 
total plant cost, the abbreviated state- 
ment of income would be as follows: 


Amount 
In Dollars 


1,000,000.00 
133,333.33 


628,170.12 


Operating revenue 

Depreciation expense 

General taxes and all other 
expenses 


Gross income before income 
238,496.55 
If the minimum useful life estimate 
of twenty-five years were to be accept- 
ed for the purpose of the calculation, 
depreciation expense would be in- 
creased to $160,000 and income would 
be reduced to $211,829.88 or 5.29 per 
cent of total cost of plant. On the basis 
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of the maximum useful life estimate, 
depreciation expense would be reduced 
to $114,285.71 and income would be 
increased to $257,544.17, or 6.44 per 
cent of total cost of plant. 

The periodic income recorded with 
an appearance of certainty is thus in 
fact an estimate. Figures carried to 
the last penny, although required for 
accounting control, for tax and other 
purposes, give a misleading impression 
of accuracy. When the exercise of 
judgment within a range of reasonable 
estimate as to depreciation expense 
may make the difference between a re- 
turn of 5.3 per cent and a return of 6.4 
per cent, the final pennies and even 
final tens of thousands of dollars of 
reported income for large companies 
may cease to have much real signifi- 
cance. 


HE more general recognition of 

the lack of arithmetical precision 
—the character of the income state- 
ment as a work of art—is reflected in 
the changes which have taken place in 
the form of the auditor’s certificate. 
An earlier certificate read as follows: 


We have audited your accounts for 
the year ended December 31, 1930. We 
hereby certify that, in our opinion, the 
above schedule of income and profit 
and loss is correct. 


In contrast, the following is a form 
of certification in typical current use: 


In our opinion, subject to the above 
comments, the accompanying balance 
sheet and related statements of income 
and earned surplus present fairly the 
position of company at December 31, 
1949, and the results of its operations 
for the year, in conformity with gen- 
erally accepted accounting principles 
applied on a basis consistent with that 
of the preceding year. 
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THE ROLE OF ACCOUNTING IN 


The Dollar As the Unit of 
Measurement 


| ssa costs, expense, revenue, and 
income are expressed and record- 
ed in dollars. The accountant records 
costs in terms of the dollars shown by 
the invoices and other underlying rec- 
ords at the time the costs are incurred 
and the assets acquired. Public utility 
assets are uniquely long-lived. The re- 
corded asset costs are absorbed as ex- 
penses Over many of the subsequent 
years. 

The value of money, defined as the 
medium of exchange or standard of 
value, rises and falls with the changes 
in the level of prices. The dollar thus 
changes in size, sometimes slowly and 
sometimes abruptly or substantially, 
depending upon a multitude of eco- 
nomic factors, but in the long run has 
tended to shrink in size. 

John Maynard Keynes, reviewing 
the history of money, found that the 
progressive deterioration in its value, 
as a result of governmental policy, 


...has behind it two great driving 
forces—the impecuniosity of govern- 
ments and the influence of the debtor 
class... At any rate under the influ- 
ence of these two forces—the financial 
necessities of governments and the po- 
litical influence of the debtor class— 
sometimes the one and sometimes the 
other, the progress of inflation has 
been continuous, if we consider long 
periods ever since money was first de- 
vised in the sixth century, BC.* 


PUBLIC UTILITY REGULATION 


HE dollar is not in fact a fixed and 

stable standard of measurement. 
It is not reliably used as a standard or 
unit of measurement for many pur- 
poses. How many pennies were need- 
ed in September, 1949, to buy the same 
amount of consumers’ goods and serv- 
ices that could have been purchased 
with a 1935-1939 dollar? If a dollar 
were like a foot, a pound, or a ton, the 
answer would be simple—100 pennies. 
In September, 1949, however, 170 
pennies were required to buy the 
equivalent of what 100 pennies would 
buy in 1935-1939. 

The difficulty of measuring and 
comparing business incomes by use of 
an unstable unit of measurement has 
long been recognized by accountants.® 
It is understood that real changes in 
property values and in incomes can be 
measured only in dollars of a constant 
size. During periods of substantial 
price change, the unstable character of 
the dollar as a unit of measurement 
creates the basic and most difficult 
problems of accountancy. The diffi- 
culties faced by the accountant cor- 
respond to the difficulties which would 
be faced by the geographer or the 
highway engineer if it were necessary 
for these technicians to work with a 
changing length of mile. If the dis- 
tance from Chicago to Cleveland is 
350 miles, it is as though in prewar 
days the highway engineer had made 
calculations and prepared plans based 


e 


particular monthly or annual reporting period is not 


q “THE statement of a utility company’s income for a 


a precise, exact statement of fact. It is rather a work 


of art. Income as reported is an estimate, sometimes a 
rough estimate, subject to the acceptable standards of 
income determination.” 
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upon a mile of 5,280 feet in length only 
to find now that the standard unit of 
measurement has in fact a length of 
only 3,110 feet, so that the distance 
from Chicago to Cleveland is 595 
miles. 


Monetary versus Real Income 


HE effective systems of accounts 

accept and apply the cost conven- 
tion, so that income determination un- 
der regulatory rules is subject to all 
the limitations of that convention. 

Assets are recorded in the accounts 
at the dollars of initial cost to the busi- 
ness entity. The dollars in an asset ac- 
count are therefore alike only in the 
sense that they record cost at the time 
of each acquisition. With the passage 
of time, the dollar values of the assets 
reflected in the account vary from their 
cost. The accumulated dollars in an 
asset account are, therefore, common- 
ly the aggregate of many kinds of dol- 
lars of widely different economic 
significance. The cost convention is 
therefore to be described, with greater 
exactness, as the original cost conven- 
tion. 

Inventory costs become charges 
against revenue after relatively short 
time intervals. Costs established by 
arm’s-length transactions are accepted 
as the best evidence of value of the 
inventory of materials and supplies at 
the time of acquisition. When the 
general price level is changing rapidly 
the original inventory costs quickly 
lose their quality as evidence of values. 
Recognition of the effect of the chang- 
ing size of the inventory dollar has 
given rise to the LIFO method of ac- 
counting.* Plant and other fixed asset 
costs become charges against revenue 
after relatively long time intervals. 
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Costs of this class are for public utili- 
ties a larger proportion of total costs 
and are affected in greater degree by 
price level changes. As yet no attempt 
has been made to deal with this more 
important form of the problem by a 
change in the methods of either gen- 
eral accounting or public utility ac- 
counting.® 


w= the present dollar costs of 
providing an equivalent produc- 
tive capacity are in excess of the orig- 
inal costs being matched against cur- 
rent revenues, a part of the amounts 
determined to be income by the ac- 
counting process is not a real but only 
a monetary income. When a larger 
number of smaller dollars must be 
expended to acquire equivalent assets 
or to do the same amount of work, the 
charging of the smaller number of 
larger original cost dollars against rev- 
enue does not maintain the purchasing 
power integrity of the invested cap- 
ital. There can be no real income un- 
til the real capital, which must be 
measured in terms of other goods and 
services, has been maintained intact. 
To the extent that the integrity of the 
investment is not being maintained, 
the income determined subject to the 
cost convention is merely monetary 
and not a real income. Income in any 
significant economic sense is in this 
way overstated. 

Conversely, if prices have declined 
since the assets were acquired, so that 
a lesser number of larger dollars is 
currently required to provide an 
equivalent productive capacity, the as- 
signment of the original cost dollars 
against current revenue results in un- 
derstatement of income. 

In a period of rapidly rising prices, 
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Fluctuating Dollar Value 
eer periods of substantial price change, the unstable char- 
acter of the dollar as a unit of measurement creates the basic 
and most difficult problems of accountancy. The difficulties faced by 
the accountant correspond to the difficulties which would be faced by 
the geographer or the highway engineer if it were necessary for these 
technicians to work with a changing length of mile.” 





such as 1946-1948, the conventional 
accounting procedures result in a sub- 
stantial overstatement of public utility 
and other business incomes. An esti- 
mate submitted by Professor Sumner 
H. Slichter of Harvard University 
provides an indication of the extent of 
this overstatement for all American 
corporations : 


In 1946, profits were represented as 
being nearly twice as large as they 
really were ; in 1947, profits were over- 
stated by about 51 per cent; in 1948, 
profits will be overstated by approxi- 
mately 25 per cent.” 


HE national income accounts pre- 

pared by the Department of Com- 
merce include an estimate of corporate 
income and of inventory valuation ad- 
justments for the several principal 
classes of corporate enterprise.* The 
“inventory valuation adjustment” ex- 
cludes inventory profit or loss from 
corporate incomes as reported. The 


Department of Commerce thus under- 
takes to do for all income reports what 
the LIFO method of accounting does 
in relatively few instances. The esti- 
mated aggregate overstatements of 
“profits” for 1939 and 1946 to 1948, 
as measured by the excess of replace- 
ment cost over original cost of inven- 
tories, are shown in the table on page 
669 (in millions of dollars) for manu- 
facturing companies, electric and gas 
and telephone utilities. 

In estimating corporate incomes, the 
Department of Commerce does not 
make an adjustment for the difference 
between original cost and replacement 
cost of fixed capital “consumed” in 
operations. It appears, however, that 
the failure so to adjust for deprecia- 
tion has been due to lack of informa- 
tion and an acceptable basis for meas- 
uring the real consumption of fixed 
capital and has not been an omission 
on grounds of principle or immate- 
riality : 
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The estimates of depreciation 
charges used are, in the main, business 
allowances for depreciation for tax 
purposes. In the light of the basic 
general difficulty of measuring capital 
consumption, accounting depreciation 
charges have not been revalued to re- 
flect changes in the current prices of 
capital goods, though such revaluation 
is indicated on conceptual grounds.® 


The importance of depreciation as a 
charge against revenue, particularly in 
the case of public utilities, together 
with the relative size of the inventory 
valuation adjustment in a period of 
rapidly rising prices, may indicate the 
validity of the estimate that business 
profits in the aggregate were overstat- 
ed by about 50 per cent for 1946 and 
1947, 


Proposed Changes in Accounting 
Procedures 


Danang the postwar period of rap- 
idly rising prices, a variety of 
procedures were suggested as means 
of matching current instead of orig- 
inal cost dollars against current rev- 
enue, and thereby reducing the gap be- 
tween “accounted for” and “real in- 
come.” Among the procedures sug- 
gested for recognizing the shifting 
values of dollars invested in long-lived 
productive assets are :™ 


1, Restatement of the fixed assets, in 
much the same manner as in a quasi 
reorganization, on the basis of engi- 
neering or similar appraisals, or by 
application of price indexes to the 
original cost of the assets; 


2. Reflection of the current value of 
the dollar in the periodic estimated de- 
preciation only, carrying the difference 
between “amortized original cost” and 
“amortized replacement cost” to a 
capital surplus or “currency variation” 
account, but without otherwise depart- 
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ing from original cost in the balance 
sheet.'* 


Adherence to the Cost Convention 


. I ‘HE several proposals for revision 

of existing standards and proce. 
dures, in order to reflect current values 
in existing depreciation, were rejected 
by both the American Institute of Ac- 
countants * and the American Ac. 
counting Association. 

The American Institute of Account- 
ants committee on existing procedure 
reached the conclusion that 

An attempt to recognize current 

prices in providing depreciation, to be 
consistent, would require the serious 
step of formally recording appraised 
current values for all properties, and 
continuous and consistent depreciation 
charges based on the new values. 
Without such formal steps, there 
would be no objective standard by 
which to judge the propriety of the 
amounts of depreciation charges 
against current income, and the sig- 
nificance of recorded amounts of prof- 
it might be seriously impaired.” 


The prevailing opinion among ac- 
countants was that determination of 
“economic” or real income requires 
restatement of the significant and re- 
lated balance sheet accounts and that 
generally acceptable methods and tech- 
niques have not been developed for 
this purpose. 

The task presented by a need of 
periodic or recurring appraisals of the 
assets of large, integrated enterprises 
was considered to be formidable. An 
alternative technique is the application 
of cost indexes, representing either a 
comprehensive or a closely related 
category of goods, to “year dollars” 
of original cost ; that is, to the original 
cost of existing assets distributed by 
year of origin. The application of in- 
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dex numbers adapted to the purpose 
yould adjust original cost dollars for 
the experienced change in the price 
evel.® This method has its practical 
alvantages but is questionable on the 
ground that none of the available in- 
dex series have general acceptance as 
being suitable.” 


peep incomes in excess of 
real incomes created income 
tax liabilities and in many instances 
led to pressures for wage and divi- 
dend increases. The resulting de- 
mand for accounting “reform” was 
in part a matter of mere expedi- 
ency and to that extent therefore 
was not based upon a conviction 
that the changed procedures should be 
consistently applied in the future if a 
contrary set of circumstances should 
arise. Acceptable existing standards 
are not developed for one or two years 
only or to be applied only in years of 
above average profits or at the whim 
of the company. 

Another practical difficulty is that 
existing standards and conventions are 
the product of evolution and general 
public acceptance. Neither business 


enterprises nor accountants can legis- 
late procedures. Recommendations of 
the American Institute of Accountants 
are permissive and not mandatory.”® 

Some companies would reflect the 
changed price level in depreciation ex- 
pense but others would not. The com- 
parability of financial statements 
would be further limited. 


Recognition of the Economic Facts 


HE continued emphasis upon orig- 

inal cost is based primarily upon 
considerations of convenience and 
practicability. It is probable that near- 
ly all parties to the controversy as to 
appropriate accounting functions and 
form would agree: 

(1) That valid comparisons of as- 
set values, incomes, and wages cannot 
be made unless appropriate adjust- 
ments are made for differences in size 
of the dollar as the unit of measure- 
ment. 

(2) That if physical volume of an 
inventory is the same at the end as at 
the beginning of an accounting period, 
but is symbolized by a greater number 
of dollars, the increase in the dollar 


7 


Corporate profits after 
Income ox (as reported) 
39 


Manufacturing Electric 


Public Utilities 
Telephone 


Enterprises And Gas And Telegraph 


203 
193 
138 
193 


465 
718 
721 


2,958 
7,104 
11,391 
12,467 


471 1 
3,007 19 
34 

23 


202 
174 
104 
170 
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symbols provides no real income to the 
business. 

(3) That there can be no real in- 
come until the purchasing power in- 
tegrity of the invested capital has been 
maintained. 

(4) That a ratio of current earn- 
ings to original cost dollars of a 
widely different purchasing power 
provides no valid measure of the ade- 
quacy or reasonableness of the current 
earnings.” 

The reaffirmation of the cost con- 
vention by the American Institute of 
Accountants does not and is not in- 
tended to preclude recognition of the 
facts with respect to business income. 
Economic facts are not changed or 
affected by the form or manner of 
their recordation or by being omitted 


from the accounting statements.” 

Adherence to the cost convention 
limits recognition of the effect and sig- 
nificance of change in the size of the 
dollar for the purposes of formal 
recordation in the accounts and formal 
accounting statement of income. Rec- 
ognition of the economic facts in 
other forms is not denied or preclud- 
ed. 

Estimates of real as distinguished 
from “accounted for” income may 
take the form of separate and addi- 
tional presentations. Footnotes in 
financial statements, parenthetical no- 
tations, and analyses in the report to 
stockholders may be required if the 
form accounting statements do not 
fully present the significant and useful 
facts. 


The concluding part of this article will appear in the next issue of the ForTNIGHTLY. 
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Footnotes 


1Such an assumed range of estimate may 
be greatly excessive for some classes of prop- 
erty, for which knowledge of retirement ex- 
rience has accumulated and for which the 
incidence of the causes of future retirements 
can be forecast with assurance. For other 
classes of property, for example a natural gas 
transmission line where prospective demand 
for service and available supply of gas are 
both uncertain, an estimate of prospective serv- 
ice life may be mere guesswork. 
Monetary Reform, by John Maynard 
a Harcourt, Brace & Co., 1924, pages 
. 
8See Stabilized Accounting, by H. W. 
Sweeney, Harper & Brothers, New York, 1936. 
*Pricing of inventory (determination of 
charges against revenue) is generally of less 
significance for public utilities than for manu- 
facturing and mercantile enterprises, The use 
of LIFO (last-in-first-out) by enterprises other 
than public utilities increased when the method 
was made available by the Revenue Act of 
1939 for the determination of taxable income. 
The Revenue Act requires that the LIFO 
method, once adopted, must be adhered to, un- 
less a change to some other method is approved 
by the Commissioner of Internal Revenue, and 
that the taxpayer must use the LIFO method 
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for the purposes of credit reports and reports 
to stockholders. 

Under the LIFO method, the charges against 
revenue are made to reflect the current costs of 
replacing the inventory items, instead of the 
original cost of specific items or the earliest 
cost (first-in-first-out) or the average cost 
represented by an aggregate of inventory items. 
Under all conventionally accepted inventory 
methods, however, the total of inventory costs 
awaiting assignment against revenue is the 
original cost of the inventory. In this sense, 
the LIFO method is consistent with the cost 
convention. The difference is in the assignment 
of inventory costs to expense, as among ac- 
counting periods, and therefore in the effect 
on income under conditions of rising or de- 
clining prices. 

5 The Effect of Changing Price Levels Upon 
the Determination, Reporting, and Interpreta- 
tion of Income, by Willard J. Graham, 24 The 
Accounting Review, January, 1947, page 15; 
Should the LIFO Principle Be Considered 
in Depreciation Accounting When Prices Vary 
Widely? by George O. May, 84 The Journal of 
Accountancy, December, 1947, page 453; De- 
preciation on Cost Prevents Income Being 
Fairly Stated, by W. O. Cranstoun, 85 The 
Journal of Accountancy, March, 1948; Ac- 
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counting Procedures and Private Enterprise, 
by W. A. Paton, 85 The Journal of Account- 
ancy, April, 1948, page 278; Effect of Infla- 
tion on Capital and Profits: The Record of 
Nine Steel Companies, by Ralph C. Jones, 87 
The Journal of Accountancy, January, 1949, 
page 9; Suitable Accounting Conventions to 
Determine Business Income, by Morris A. 
Copeland, 87 The Journal of Accountancy, 
February, 1949, page 107; Depreciation and 
the Price Level—A Symposium, The Account- 
ing Review, April, 1948; Depreciation Policy 
When Price Levels Change, Controllership 
Foundation, Inc., New York, 1948; The Devel- 
opment of Accounting Standards to Meet 
Changing Economic Conditions, by Samuel J. 
Brood, 87 The Journal of Accountancy, May, 
1949, page 379. 

6 It sometimes has been argued that replace- 
ment cost is an inappropriate measure of ac- 
counting depreciation because the existing 
assets cannot in fact be replaced and, in any 
case, the cost at which the plant will be re- 
placed at a future date is unknown. 

The first part of this objection to recognition 
of the significance of price level change misses 
the point of the distinction between nominal 
dollar capital and real capital. Maintenance of 
the purchasing power integrity of capital does 
not necessarily imply that plant will be replaced 
in kind or even that it will be replaced with 
modern facilities capable of providing the 
same service. It does mean that capital has 
been dissipated if the assets retained in the 
business, whatever their form, are not capable 
of being converted into assets of equivalent 
productive capacity. (See footnote 16 below, 
for a reference to the practical difficulties of 
measurement. ) 

The second part of this objection relies upon 
the invalid proposition that price changes are 
mere short-term fluctuations, so that at the 
top of a price cycle the prospect of the price 
level, at date of replacement, being no higher 
is as good as the prospect of its being equal to 
the current price level. 

7Corporate Profits, Hearings before the 
Joint Committee of the Economic Report, 80th 
+ ean 2nd Session, December 6, 1948, pages 


8 National Income, Supplement to Survey of 
Current Business, July, 1947; Survey of Cur- 
rent Business, February, 1948, page 7; Survey 
of Curent Business, National Income Number, 
Department of Commerce, July, 1949. 

9 National Income, Supplement to Survey of 
Current Business, Department of Commerce, 
July, 1947, pages 10, 11. 

10It is not true, of course, that the real in- 
comes, as distinguished from monetary in- 
comes, of typical public utilities were over- 
stated by 50 per cent for 1946 and 1947. The 
overstatement on account of the inclusion of 
inventory “profits,” as estimated by the De- 
partment of Commerce without consideration 
of the understatement of depreciation ex- 
pense, was only 9.5 per cent (1946) and 16 per 
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cent (1947) for electric and gas utilities as 
compared with 73 per cent (1946) and 50 per 
cent (1947) for manufacturing enterprises. On 
the other hand, if it be assumed that the 
amounts charged by business enterprises as 
depreciation expense were appropriately amor- 
tized original cost, the relative understatement 
of expense and overstatement of real income 
on this account by typical public utilities was 
several times larger than by industrial enter- 
prises. The fixed capital investment and the 
revenue, is typically several times larger for 
_— utility than for industrial enterprises. 

oreover, the effects of a failure to maintain 
the purchasing power integrity of capital are 
cumulative as the general price level con- 
tinues to rise or becomes stabilized at a high 
level. The accumulative effect of “recovery” 
in terms of original cost dollars is a loss of 
capital and overstatement of income, measured 
by the amount of additional capital which 
would have to be obtained to maintain an 
equivalent productive capacity. 


Current Problems in the Presentation of 
Financial Information, by Carman G. Blough, 
86 The Journal of Accountancy, October, 1948, 
pages 284-286. 


12An application of the LIFO method to 
fixed capital is not a means of doing for fixed 
capital what LIFO does for inventories. The 
inventory costs matched against revenue are 
current dollars, so that the income statement 
is in this respect meaningful. The balance 
sheet record of inventory cost is meaningless, 
however, since only original cost dollars are 
charged and only current cost dollars are cred- 
ited to the asset account. It may be valid to 
think of all depreciable property as a long- 
term inventory, the cost of which is ultimately 
converted into cost of service rendered. The 
balance sheet record of assets would be made 
meaningless, however, if the application of the 
LIFO were subject to the cost convention with 
respect to the total of costs to be charged to 
the asset accounts. 


Application of the LIFO method to long- 
lived property for income tax purposes, not at 
present approved, would expose the taxpayer 
to the penalties of smaller deductions for de- 
preciation in later years. Under income tax 
regulations the deduction for depreciation is 
limited to original cost. Larger depreciation 
deductions during years when prices are rising 
reduces the amounts assignable as depreciation 
for income tax purposes, regardless of the fu- 
ture course of prices. See The Application of 
the LIFO Inventory Method to Income Tax 
Depreciation for Public Utilities, by John W. 
Balet, National Tax Journal, December, 1948, 
Vol. 1, No. 4, page 322. 

18 eg Not Charges, Recommend- 
ed to Cover Inflated Replacement Cost, a spe- 
cial statement by the Committee on Account- 
ing Procedure,, American Institute of Ac- 
countants, 84 The Journal of Accountancy, Oc- 
tober, 1947, pages 289, ; Accounting Re- 
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search Bulletin No. 33, American Institute of 
Accountants. 

14 Report of Committee on Revision of the 
Statement of Principles, American Account- 
ing Association, 23 The appa Review, 
January, 1948, pages 7, 12 ff. 

15 Accounting Research Bulletin No. 33. 

16 If the purpose is restatement in terms of 
“real capital” or equivalent purchasing power, 
an index of general price level change is re- 
quired. If the purpose is restatement in terms 
of the changed cost of the particular produc- 
tive plant, a specific construction cost index 
is required. An index of changing construc- 
tion costs, however, commonly does not reflect 
the effect of invention, technological advance- 
ment, and improvement in design of productive 
facilities. Assuming no change in the size of 
the dollar as the unit of measurement, tech- 
nological advancement has reduced the cost 
of facilities having a given productive ca- 
pacity. 

On the other hand, replacement cost may 
be of necessity experienced at levels higher 
than original cost under the adverse condi- 
tions: of piecemeal construction. An upward 
secular trend of productivity may compensate, 
in whole or in part, for the upward secular 
trend of costs and to this extent amortization 
of original cost may maintain the original pro- 
ductivity of the capital, if not its general pur- 
chasing power integrity as measured by the 
general price level. Original cost adjusted for 
change in cost of constructing the identical 
plant and equipment, therefore, is not generally 
the same as the current cost of providing plant 
and equipment of up-to-date design and of the 
same productive capacity. 


17 An Inquiry into the Reliability of Index 
Numbers, by the Research Department, Amer- 
ican Institute of Accountants, 87 The Journal 
of Accountancy, April, 1949, page 312. 

18 Public utility accounting procedures are, 
however, legislated by regulatory commis- 
sions. The effective systems of accounts al- 
most universally require that assets be record- 
ed on the basis of original cost and limit 
depreciation expense to amortization of orig- 
inal cost. The proposed “reforms” would not, 
therefore, be available to utilities subject to 
regulated accounting without revision of the 
regulatory rules. 

19 The problem of measuring the actual re- 
turn, whatever it may be, should be dis- 
tinguished from that of determining the fair 
return in so far as it may be affected by the 
leverage position of the stockholders and the 
arrangements with bondholders, which deny 
to them adjustments for a decline in the size 
of the dollar, but, on the other hand, give to 
them “unearned increments” from an increase 
in the size of the dollar. | 

20 Neither does the existence of an economic 
fact depend upon the quantitative effect of its 
recognition. Runaway inflation would no 
doubt compel abandonment of the cost con- 
vention but a price rise of 50 or 100 per cent 
has a similar impact on the determination of 
income, only in lesser degree. When the re- 
sults are valid “only in lesser degree,” admin- 
istrative and procedural advantages may over- 
come respect for the old maxim: “Whatever 
is worth doing at all is worth doing well,” for 
the purposes of formal accounting and report- 
ing, but should not otherwise preclude recog- 
nition of whatever may be the economic facts. 





¢ g >; fact remains that today we are all paying the price 


of the planners’ unblameworthy judgment. 


We are 


faced with a dangerous inflation and we must subject ourselves 
to drastic treatment lest we succumb to it. And the virulence of 
inflation is directly attributable to the prescription of the doctors 
who are now so alarmed about the patient. 

“We must pay the price not because the particular planners 
were less acute than other mortals but simply because they were 
mortal. To plan you must first have a premise—that 1s, you 
must decide what you are planning for, and to do that you 
must not only know the present but you must make some 
assumptions about the future. No premise, no plan. 

“The error does not lie in planning, for that we must do; the 
distinguishing mark of human action is that it is planned action. 
The error is in total planning, for by total planning the whole 
nation—all of us—is committed in accordance with the assump- 
tions of one small and fallible group of planners. Yet these 
planners have only imperfect knowledge of the present and 
no sure knowledge at all of the future.” 

—EDITORIAL STATEMENT, 
The Wall Street Journal. 
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Record USITA Convention 


RECORD-BREA KINGattendance of more 
than two thousand witnessed the 
general and special sessions of the fifty- 
third annual convention of the United 
States Independent Telephone Associa- 
tion, held at the Stevens hotel in Chicago 
October 9th to 11th. More than 100 ex- 
hibitors of telephone equipment helped 
to make the meeting the most successful 
in the history of the telephone association. 
REA Administrator Wickard was among 
the featured speakers on a well-rounded 
program. 

The convention opened on October 9th 
in two sections, one devoted to a “plant 
conference” and the other to a “traffic 
conference.” The first general session was 
held on Tuesday, October 10th, and fea- 
tured the address of the retiring presi- 
dent, Harold V. Bozell, who is also pres- 
ident of the General Telephone Corpora- 
tion of New York. Mr. Bozell, whose 
talk was entitled “What Is Ahead in In- 
dependent Telephony,” endeavored to 
evaluate future trends rather than simply 
reviewing developments of the past year. 
He was most emphatic on the subject 
of taxation and the possibility of a bur- 
densome excess profits tax on regulated 
utilities, including telephone companies. 
He stated: 


My personal opinion is that if any 
such tax is proposed—and I think it 
should be considered only in case we 
get into a much more general world- 
wide situation, and, therefore, a na- 
tional emergency or a larger program 
of national spending than now—the re- 
sult will not be such as we had during 
World War II. I think it can be safely 
said that the Treasury Department, 
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Exchange Calls 


And Gossip 


the Joint Committee on Internal Reve- 
nue, the chairmen and the ranking 
members of the House Ways and 
Means Committee and the Senate Fi- 
nance Committee do not favor an ex- 
cess profits tax of the character we had 
during World War II or so far pro- 
posed at this time. The National Asso- 
ciation of Railroad and Utilities Com- 
missioners took a firm stand on this 
question in 1944 and has revived its 
deep interest with even greater em- 
phasis today. The purpose of this 
group, as I see it, is to present a pro- 
gram so that any excess profits tax so- 
called will not take the earnings of reg- 
ulated industry unless and until per- 
chance in a few isolated or individual 
cases the particular utility has, due to 
war activities in its territory, a bulge 
in earnings above a fair return on its 
capital. 

As a matter of fact, I think this 
organization feels that any type of ex- 
cess profits tax is unnecessary in regu- 
lated industry since the industry is so 
regulated that it does not have any 
excess earnings, and that any Federal 
tax law of the nature discussed prac- 
tically when applied to public utilities 
has the effect of destroying or at least 
neutralizing the state regulation of the 
earnings of those utilities. 


The first general session was also en- 
livened by a picturesque and eloquent 
description of an ancient baseball game 
by Frank E. Bohn, chairman of the board, 
Home Telephone & Telegraph Company, 
Fort Wayne, Indiana. Mr. Bohn was 
emphasizing the importance of individual 
managerial decisions in the successful 
conduct of modern business enterprise. 
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Bailey Pleads for Government Restraint 


XECUTIVE Vice President Clyde S. 

Bailey opened the second general 
session, which was held on the afternoon 
of October 10th. Bailey reviewed the ac- 
tivities of the USITA headquarters in 
Washington, with special attention to 
taxes, provisions of the Defense Produc- 
tion Act of 1950, the threat of commu- 
nications censorship, wage-hour regula- 
tions, matters before the Federal Com- 
munications Commission, and telephone 
service rules proposed by a committee 
of the National Association of Railroad 
and Utilities Commissioners. 

Mr. Bailey warned his listeners that 
government as well as business should be 
prepared to make sacrifices in the interest 
of national defense. He stated on this 
point : 


Let us ask ourselves whether the 
existence of war is going to have any 
bearing on government as usual. We 
have already been told that there will 
be no such thing as business as usual— 
and business recognizes this and is pre- 
pared to shoulder the attendant bur- 
dens. 

Do you suppose that there is going 
to be any letup in unnecessary govern- 
ment spending because of the war or 
because of the still bigger war that un- 
happily seems just on the other side 
of the horizon? Certainly there is a 
lot of folderol that could very well wait 
indefinitely. But do you think it will? 
Do you think the people on the public 
payroll are going to show any mercy? 
Do you think that bureaucratic proc- 
esses will be varied because boys are 
again in uniform? Do you suppose that 
the fellow travelers, the queers, the 
rats in the catacombs of bureaucracy 
are going to be given an adequate dose 
of disinfectant ? 


The general assembly of the conven- 
tion also heard Ballard Atherton of the 
Mutual Telephone Company of Hono- 
lulu discuss the rdle of radio in the tele- 
phone industry. Norman S. Case, former 
FCC commissioner and former governor 
of Rhode Island, reported on telephone 


matters before the FCC in his capacity 
as counsel for the USITA. 

Former President Carl D. Brorein, 
who was reélected treasurer of the 
USITA, opened the third general ses. 
sion on October 11th with a careful 
analysis of the impact on defense prepara- 
tion upon independent telephone com. 
panies. Mr. Brorein, who is chairman of 
the USITA National Defense Committee, 
also is president of the Peninsula Tele. 
phone Company of Tampa, Florida. At 
the same session, Dellwood O. Hood, 
president, Columbia Utilities Company, 
Medford, Oregon, delivered an address 
entitled “A Pacific Coast Operating Man 
Speaks His Mind.” 


ls gy T. MILLER, vice president of 
the American Telephone and Tele- 
graph Company, discussed the problems 
engendered by the rapid postwar expan- 
sion of telephone company installations, 
and the importance for continued team- 
work between the Bell and independent 
telephone companies. He made three par- 
ticular points in his address: (1) the ne- 
cessity for building good relations with 
the public in order to give the best pos- 
sible service ; (2) special attention to the 
rapidly growing “new public” of the post- 
war era; (3) the “period of tension and 
change” through which we are now pass- 
ing. Mr. Miller concluded: 


Our country today faces great prob- 
lems and grave dangers—perhaps the 
most serious we have ever been called 
upon to face. I have been speaking 
of a new era in communications—of 
the fulfillment of so much for which we 
have labored in the past—of the prog- 
ress of today and the promise of to- 
morrow. But it must already be clear 
to you that I am not suggesting we 
have any reason to be complacent. We 
have none. There are hard tasks ahead, 
and we shall have to summon all our 
capacity to meet them. 


Utilities in the First Trench, Says Oates 


‘i. F. Oates, JR., chairman of the 
Peoples Gas Light & Coke Company 
of Chicago, Illinois, opened the fourth 
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EXCHANGE CALLS AND GOSSIP 


neral session on the afternoon of Oc- 
tober 11th with an address on “Problems 
Come to All Public Utility Enterprises.” 
Mr. Oates said in the course of his re- 
marks: 


It is my firm conviction that the 
public utility companies of our country 
are the first line of defense against the 
further extension of Socialism and na- 
tionalization in the United States of 
America. Ours is, therefore, a heavy 
obligation. We must prove to our cus- 
tomers (who are the public, the voters 
of the nation), and to the regulatory 
tribunals, that the privately owned, pri- 
vately operated public utility can pro- 
vide the best of service with courtesy, 
efficiency, and honesty and at a price 
which is the lowest and fairest that 
can reasonably be expected to maintain 
and expand high quality of service. 
We must so conduct our business as 
to deserve and retain public confidence 
to the end that the vast numbers of 
people who are our customers will be 
content to rely upon our own integrity, 
fairness, and ability and not seek from 
governmental agencies the services 
which we provide. To the extent that 
we, who are responsible for the opera- 
tions of public utilities, deserve and re- 
tain public confidence and trust, we 
are not only protecting the properties 
for which we are responsible but we are 
maintaining the first line of defense, 
back of which lies the great body of 
unregulated American industry. We 
are, indeed, selling the United States 
of America and the ideals upon which 
it rests and thereby, in the most ef- 
fective way, contesting the validity of 
Collectivism which is being sold 
throughout the world with increasing 
success by the enemies of the American 
ideal. 


Another point made by Mr. Oates was 
the need of teamwork between managers 


and employees. Employees must have 
confidence in their jobs to do them prop- 
erly—something that can be best attained 
by mutual understanding of the task 
which faces all utilities. 
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‘TS closing feature of the general 
program which attracted special at- 
tention was the cordial address made by 
the Honorable Claude R. Wickard, REA 
Administrator, entitled “One Year un- 
der the REA Telephone Lending Pro- 
gram.” The independent telephone men 
were assured by Mr. Wickard that REA 
will not make or encourage competitive 
area loans in the months ahead. Mr. 
Wickard asked for continued REA-tele- 
phone industry codperation in carrying 
out the provisions of the new Rural Tele- 
phone Loan Act. 

Wickard noted that the one-year statu- 
tory period, protecting the established 
companies (from having rival loan appli- 
cations considered by REA), would ex- 
pire on October 28th. He told the inde- 
pendent telephone people: 


I have repeatedly made statements 
to your officials and other people that 
we could not foresee any change occur- 
ring on or after October 28th so far as 
our relationship with existing com- 
panies is concerned. 


Wickard reviewed the past policy of 
REA in making rural telephone loans. 
Four out of five REA rural telephone 
applications have come from private com- 
panies. And 26 out of the 34 loans so far 
approved have been to private companies. 
No competitive area loans have yet been 
approved. 

The REA chief expressed some in- 
terest in satisfactory toll agreements be- 
tween the Bell system and the independ- 
ents. He stated: 


We are interested in such agree- 
ments, first, from the standpoint of pro- 
viding satisfactory service to the bor- 
rowers’ subscribers, and, second, from 
the standpoint of keeping the rates 
down to the borrowers’ subscribers. 
I am sure that you know from your 
own experience how important it is for 
the independent companies to retain a 
fair share of toll revenues. 


Ray Dalton, vice president of the West 
Coast Telephone Company, was elected 
president of the USITA for the coming 
term. 
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EEI Survey Indicates Ample 
Electric Capacity 
N the first meeting with the new 30- 


man advisory committee appointed 
to help the Interior Department set up 
a defense power agency, D. L. Marlett, 
Acting Deputy Power Administrator, 
told the council, “it is becoming increas- 
ingly apparent that we must press for 
expansion of power facilities, particularly 
in areas already short in supply.” It was 
obvious that Mr. Marlett had in mind 
particularly the situation in the North- 
west, where aluminum and magnesium 
production is heavily concentrated be- 
cause of ultra cheap Federal hydro power. 
According to press reports, he warned 
that brownouts may become necessary in 
this area in the event of drought condi- 
tions. It looks as though any very sub- 
stantial increase in aluminum production 
in that area may have to await comple- 
tion of the big Federal power projects 
anticipated by 1953. With regard to 
magnesium production, World War II 
plants in Spokane, Washington, and 
Velasco, Texas, might be reactivated, 
Mr. Marlett indicated. 

Private utilities in the Northwest can 
hardly be expected, at this late date, to 
begin any big expansion of steam- 
generating capacity (which would take 
at least two years) when a large amount 
of new hydro power is expected by 1953. 
Public power agencies, dominated by 
Bonneville and the Interior Department, 
have been “carrying the ball” for some 
years in that section of the country. One 


Financial News 
and Comment 


By OWEN ELY 


big private utility is being absorbed 
piecemeal by public utility districts, and 
others have been encroached on to some 
extent by condemnation proceedings. 
Bonneville now refuses to promise firm 
power to the private utilities, at least 
as far as contracts are concerned. 


A a result of this confused and chaotic 
condition, the stocks of most com- 
panies in the Northwest are not very 
popular with the investing public. For 
example, Pacific Power & Light common 
stock met rather a slow response when 
part of the outstanding stock (held by 
a banking syndicate) was recently offered 
at 14 to yield nearly 8 per cent. These 
power companies can hardly find it worth 
while to go to the public now and ask for 
large amounts of equity money to build 
steam plants. However, one company, 
Washington Water Power, does plan to 
double its capacity by building a new 
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hydro plant —it will be interesting to 
note whether this project is promptly 
approved by Washington. 

Further south in California the pic- 
ture is different. Pacific Gas and Electric, 
while it doesn’t have smooth sailing at 
all times with Washington, is large 
enough and courageous enough to pro- 
ceed with the biggest construction pro- 
gram of any public utility, covering both 
hydro and steam power. But Pacific Gas 
has not been harassed by public power 
agencies of all kinds in the way the 
northwest companies have. 

The electric utility industry for some 
years has, along with the steel industry, 
been singled out by the administration as 
chronically underbuilt. Yet both indus- 
tries have thus far given an excellent 
account of themselves in supplying nor- 
mal as well as abnormal needs of indus- 
try. In the past, Federal Power Com- 
mission warnings of an impending power 
shortage, based in part on inadequate 
statistics of capacity, have proved ex- 
aggerated except where severe local 
droughts (as in California) raised un- 
foreseen difficulties. 


FS Federal Power Commission fig- 
ures, which usually form the basis 
for Washington appraisals of the power 
situation, are shown in the quarterly bul- 
letins “Electric Utility System Loads and 
Capacity with Scheduled Capacity Addi- 
tions, 1950 through 1953,” which are 
supplemented by monthly bulletins on 


“Electric Utility Systems Loads.” In the 
last bulletin (for June, 1950, issued 
August 18th) the commission reported 
that scheduled additions to generating by 
class I systems (about 95 per cent of the 
electric power industry) through 1953 
totaled 15,600,000 kilowatts, or a planned 
expansion of about 25 per cent of June 
capacity, as follows: 


Second Half of 1950.... 
Year 1951.... 
Year 1952 .... 
Year 1953 .... 


Total 


3.4 Million KW 


6.3 - 
43 7 
1.5 = 


‘15.5 Million KW 


The charts accompanying the bulletin 
show “dependable capacity” and “net 
assured capacity” as compared with peak 
loads, by regional areas. However, the 
original capacity figures used by the FPC 
are based on name-plate ratings and 
attach little or no weight to the important 
fact that modern generators can deliver 
(continuously except for maintenance 
requirements) kilowatt amounts exceed- 
ing their name-plate ratings by perhaps 
10 to 25 per cent. 
The EEI comments as follows: 


Neither the “name-plate” nor the 
“effective rating” gives the full meas- 
ure of the capacity resources of gen- 
erating facilities. Most generating 
equipment driven by steam turbines or 
by steam engines is capable of consid- 
erable overload, often for quite an ex- 
tended period. With generators driven 





U.S. Long-term Bonds—Tax-exempt 
—Taxable 
Utility Bonds—Aaa 
A 


—Baa 
Utility Preferred Stocks—High Grade .... 
—Medium Grade .. 
Utility Common Stocks 





UTILITY SECURITIES—CURRENT “YIELD YARDSTICKS” 


Latest available Moody indexes are used for utility bonds and preferred stocks ; 
Standard & Poor’s indexes for government bonds and utility common stocks. 


1950 Range 
High Low 


1.38% 
2.38 
2.68 
2.73 
2.84 


1949 Range 
High Low 


1.82% 
2. 


2.77 
2.84 
3.02 
3.45 

02 
4.57 
6.26 
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by water wheels or water turbines, 
stream flow or water conditions govern 
the possible output, but even under 
adverse conditions in a balanced and 
coordinated system (as between steam 
and hydro) such generators are 
capable of carrying considerable over- 
load for a period of time. 


Moreover, as pointed out by the EEI, the 
arithmetical sum of the individual com- 
pany peaks (used by the FPC to obtain 
peak loads) is greater than the peaks on 
a power pool basis. Allowing for this fac- 
tor, and for the actual rather than name- 
plate capacity of the individual gener- 
ators, the EEI estimates the U. S. margin 
of reserve capacity at the end of 1949 
as 14.2 per cent, compared with only 11 
per cent on the FPC basis—an increase 
of nearly 30 per cent over the government 
figure. 


Ix considering the future rate of in- 
crease in production activity due to 
stepping up of the defense program, it 
is important to stress the following: 


e 





NEW PLANT AND EQUIPMENT 


EXPENDITURES 
- _ BYHALF-YEARS 





1949 
I ua 





TRANSPOR- 
TATION 


ELECTRIC & 
GAS UTIL. 
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(1) Electric power needs do not rise 
in proportion to total manufacturing out- 
put, but only in relation to peak loads. 
A good part of the national economy 
already is being run at capacity during 
the hours the plants are used. The point 
is that a plant now operating at one shift 
for five days a week can (theoretically) 
produce over four times as much by run- 
ning continuously (three or four shifts, 
seven days a week), yet its peak load will 
remain about the same, and very little 
extra power capacity may be required to 
service it. Of course, marginal unused 
plants may be reused in future, and new 
plants will be built, but this will take 
time, and meanwhile new generating 
capacity will become available. 

(2) The burden of defense goods pro- 
duction will not be superimposed on 
present consumer production, but largely 
substituted for it. Production of con- 
sumer goods will be set back by credit 
restrictions on retail purchases, priorities 
of man power and materials, shortages 
and delays of all kinds, which set up 
bottlenecks in consumers goods. This is 
clearly indicated by our experience in 
World War II, when production reached 
a high level by the end of 1943 and re- 
mained practically at that level until the 
end of the war. 

(3) So far as residential electric re- 
quirements are concerned, the present 
curtailment of the housing program and 
the brakes being placed on sales of elec- 
trical appliances will serve to check the 
future increase in residential demands. 


C -- EEI on October 25th, at a press 
conference held by President L. V. 
Sutton, presented its eighth semiannual 
report on national power capability, and 
also a report on a survey of production 
of heavy electric equipment by a special 
committee headed by Walker L. Cisler. 
According to President Sutton the power 
survey “establishes definitely that there 
is plenty of power to meet the needs of 
the country, and that the reserve margin 
outlook has been changed but little by 
the shift to a partial war economy.” He 
pointed out that by the end of 1950 gen- 
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erating capacity will have been increased 
in four years by about 20,000,000 kilo- 
watts, equal to about half of our capacity 
at the beginning of World War II. — 
The EEI estimates of the expansion 
program exceed the earlier FPC esti- 
mates quoted above, probably due in part 
to the large amount of new orders placed 
since the beginning of the Korean war: 


Millions of Kilowatts Capacity 
Electric Cos. Government Total 
1.7 ! 2.0 
: 4 


1953 .... 


CCORDING to this program the elec- 
A tric companies by the end of 1953 
will have 73,000,000 kilowatt capacity or 
more than twice what they had at the 
beginning of 1941. Moreover, orders for 
1952-53 could be stepped up, assuming 
of course that priorities and shortages do 
not interfere with the whole construction 
program. 

The reserve margin of generating capa- 
bility at this year’s peak period in Decem- 
ber is expected to approximate 12 per 
cent compared with 14 per cent last year 
(but about double the reserves in 1947 
and 1948). The present reserve capa- 
bility is about equal to the margin at the 
time of Pearl Harbor, which was main- 
tained at about the same level through 
World War II. If the national economy 
continues to expand only on a semi- 
mobilized basis as it is doing today and 
if generating facilities can be obtained 
as orders are now scheduled, it is esti- 
mated that reserve margins will increase 
to 14.5 per cent by the end of 1951, 18 
per cent in 1952, and 20 per cent in 1953. 

Electric system operators estimate 
(according to the EEI survey) that 
in the event of all-out war and continuous 
operation of electric plants, this would 
reduce total capability about 5 per cent 
due to necessary interruptions for main- 
tenance. Loads would also increase some- 
what on this basis, so that the 1951 
margin of 14 would drop to about 7. 
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It is estimated that if there should be 
a World War III of equal duration to 
No. II, the electric industry could turn 
out twice as many kilowatt hours — 2 
trillion compared with 1 trillion. 


oa 


Turner's “Financial Statistics of 


Public Utilities, 1950” 


C: A. Turner (208 South LaSalle 
e street, Chicago) has recently pub- 
lished the 1950 edition of his Financial 
Statistics of Electric and Gas Operating 
Utilities. The book is notable for its easy 
reference, since each company (with two 
pages of uniform information, principal- 
ly tabular) can be found alphabetically. 
Holding company subsidiaries are in- 
cluded alphabetically along with the 
others, with the name of the holding com- 
pany appearing parenthetically. A possi- 
ble improvement would be to place the 
holding company systems in a separate 
section of the book, the subsidiaries of 
one system appearing together. 

It would also be of interest to publish 
combined figures for the holding com- 
panies since the latter figures are of 
greater interest to Wall Street analysts 
than the details for the subsidiaries. Thus 
it is doubtful whether many analysts 
would be interested in the figures for 
Malden Electric Company, one of many 
small subsidiaries of the New England 
Electric System ; they are primarily con- 
cerned with the holding company itself, 
although the detail for larger subsidiaries 
would be of some supplementary interest. 

Mr. Turner’s arrangement of income 
account and balance sheet items is ex- 
cellent, particularly the placing of “Ex- 
penses in Lieu of Federal Income Taxes” 
next to “Federal Income Taxes and Ex- 
cess Profits Taxes.” In the balance sheet, 
adjustment items and other intangibles 
are conveniently shown. It might be of 
interest to show a little additional detail 
in the income account, such as amortiza- 
tion of plant acquisition adjustments and 
credit for interest on construction. Small 
company maps are numerous and of par- 
ticular interest. 
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Direct Placement of Securities 
With Insurance Companies 


HE function of life insurance invest- 
ments in our national economy is 
rapidly increasing in importance. Life 
insurance policies are being bought cur- 
rently in amounts nearly 40 per cent 
ahead of last year, with September sales 
heading a record level of $2.4 billion. 
The life insurance companies alone now 
have more than $12 billion a year to in- 
vest, and in the first eight months of this 
year their nongovernment investments 
were about as follows: 
Billions of Dollars 
Invested in 
Total 


8 Mos. of 
1950 Invested 


$2.9 $14.7 
28 24.3 
. 16.9 


$55.9 


Mortgage Investments .. 
Corporate Securities ... 
Government Bonds 


Life insurance companies now own 
nearly $10 billion of utility bonds com- 
pared with $3 billion rail bonds and $8.7 


industrial and miscellaneous. The invest- 
ment in stocks of all kinds aggregates a 
little less than $2 billion. 

Of the $4-5 billion of corporate securi- 
ties now being purchased annually by the 
life insurance companies, about half are 
now being placed “privately”—that is, 
purchased from the issuing company, 
either directly or through the agency of a 
banking house. The percentages thus 
placed have increased in recent years, as 
shown in the SEC table on page 681 
for all bond offerings. 

The proportion of direct acquisition 
seems to vary with the size of the 
institution. Thus the four largest life in- 
surance companies in 1949 acquired 79 
per cent of their corporate bond pur- 
chases by direct placement, the next four 
70 per cent, the next four 60 per cent, 
the next smaller group 55 per cent, and 
the smallest 44 per cent. 

The proportion of private placements 
also varies with the character of the 
security. Thus the “Big Four” life in- 
surance companies in 1949 obtained 92 
per cent of their industrial and miscel- 
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laneous bonds directly, 57 per cent of the 
utility bonds, and only 31 per cent of 
the rail issues. This reflects the factor 
of competitive bidding with respect to 
utility and rail bonds, which tends to 
assure the institutional buyer that the 
retail price of the bonds will be geared 
closely to the general market, with a 
reasonably low concession to the bankers 
for handling the issue. 


RESIDENT Frazar B. Wilde, of the 

Connecticut General Life Insurance 
Company, presented a paper on “The 
Pros and Cons of Direct Placement” be- 
fore the financial section of the American 
Life Convention at Chicago on October 
6th. He ascribed the principal reason for 
the growth of direct placements to the 
Securities Act of 1933—its elaborate re- 
quirements of audited figures and com- 
plete disclosures add considerably to the 
costs and delays incident to registration. 
Direct placement, as compared with SEC 
registration and public offering, “was so 
simple that corporate treasurers were de- 
lighted,” according to Mr. Wilde. “With 
what appeared to them to be a minimum 
of red tape, legal hazard, expense, and 
delay, they could deal with one agent or 
one company and close the transaction 
without regard to the hazards of market- 
ing an issue at a certain price on a certain 
day.” 

A second reason was the tremendous 
growth of the insurance companies which 
has made it possible to place with them 
entire large offerings, which formerly 
would have had to go through investment 
banking channels. 

Advantages of private placements 
to the life insurance companies are: 
(1) Large investments can be made with 
a minimum of effort, except as to re- 
search, required in any event. (2) More 
favorable indenture provisions can be ob- 
tained, fitting the buyer’s individual ideas 
or needs. (3) The insurance company 
can get better firsthand information both 
now and in future, regarding the com- 
pany whose bonds it has purchased. 
(4) The yield is usually a little higher. 
(5) The insurance company may obtain 
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indirect advantages, such as the sale of 
group insurance to the borrowing com- 


pany, etc. 


HERE are some disadvantages to the 
loan in direct placement: (1) The 
lender may acquire too much influence 
over the buyer’s affairs. (2) The insti- 
tutional policy of holding the issue to 
maturity deprives the corporation of any 
opportunity to reduce its debt in the 
interim through open market purchases. 
(3) Indenture covenants are apt to be 
more restrictive, particularly with re- 
spect to sinking funds, etc. (4) There 
is no established market for the securi- 
ties placed directly with an insurance 
company, which may make it more diffi- 
cult to place a future issue with the in- 
vesting public. (5) Direct placement 


tends to be concentrated in the large in- 
surance companies, and thus a huge 
volume of choice securities is channeled 
away from the smaller life insurance com- 
panies and other investors, such as col- 
leges, banks, trust funds, and individual 


investors. 

The banking industry does not lose 
entirely on private placements, since it 
is estimated that about one-half of them 
are negotiated through bankers, who re- 
ceive a “finder’s fee” in lieu of a commis- 


sion on a sale to the public—and without 
any underwriting risks. 

Thus far we have referred particularly 
to life insurance purchases. Direct place- 
ments of corporate bonds in 1949, accord- 
ing to Mr. Wilde, were distributed about 
as follows: 


Life Insurance ‘Companies 
Other Insurance Companies 
Banks 


| gorse placements raise substantial 
valuation problems, since they do not 
provide the usual yardsticks for valuation 
—ratings by statistical organizations such 
as Moody’s, or yields based on current 
market prices for similar securities. Thus 
the insurance commissioners who are 
charged with applying valuation rules 
to the balance sheets of the life insurance 
companies may encounter severe prob- 
lems during a depression, particularly 
when the obligations are long-term. 

Despite some disadvantages, direct 
placements will doubtless continue to 
play an increasing role in our financial 
setup—until the possible future time 
when institutions encounter greater Fed- 
eral regulation. 


e 


CORPORATE BONDS PLACED DIRECTLY AND 
OFFERED PUBLICLY, 1934-1949 
(Millions of Dollars) 


Placed 
Directly 


Per Cent 
Offered Placed 

Publicly Directly 
$ 280 24.7 
1,840 17.3 

3,660 

1,291 

1,353 
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CURRENT UTILITY STATISTICS AND RATIOS 


Amount Per Cent Increas: 
Latest Latest Latest Latest 
Unit Used Month 12Mos. Month 12Mo; 
Operating Statistics (August) 
Output KWH—Total Bill. KWH 311.3 7% 
Hydro-generated “ — 3 
Steam-generated 
Capacity Mill. KW 
Peak Load (July) ’ 
Fuel Use: Co Mill. tons 
Mill. mcr 
Oi Mill. bbls. 
Coal Stocks Mill. tons 


“ 


RUB 
Oo 


wn 
nS w= ow ww ini 
Pb bb 


No. A 
NIN go 


Customers, Sales, Revenues, and Plant (July) 
KWH Sales—Residential 
Commercial 
Industrial 
Total, Incl, Misc. .. 
Customers—Residential 
Commercial 
Industrial 


RK 


KR aBNoww 
KUnNnNOAAN 
11 1 eneoes 


Income Account—Summary (July) 
Revenues—Residential 
mmercial 
Industrial 
Total, Incl. Misc. Sales 
Sales to Other Utilities . 
Misc. Income 


Expenditures 


Misc. Expenses 

Depreciation 

Taxes 

Interest 

Amortization, etc. 

Net Income 

Preferred Div. (Est.) 

Bal. for Common Stock (Est.) .... 
Common Dividends (Est.) 

Balance to Surplus (Est.) 


Electric Utility Plant (July) 
Reserve for Deprec. and Amort. .... 
Net Electric Utility Plant 


Utility Financing (July)* 
1,917 
557 


2,474 21 
Life Insurance Investments (January Ist-October 14th) 


Utility Bonds 1,025 
—, Stocks 153 


_— 26% 
oo 115 
Total 1,178 a 33 


Per Cent of All Investments .... 19% 1 


D—Decrease. *Data for all utilities (electric, gas, telephone, etc.), including refunding 
issues. **Eight months ended August 31st. 
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RECENT FINANCIAL DATA ON GAS COMPANY STOCKS 


Price- 
Increase 10/18/50 Indicated ——Share Earnings#—— Earn- 
Latest P % I 


Price Dividend Approx. Cur. rev. n- 
12 Mos, About Rate teld Period eriod pF a 


Natural Gas—Retail 


Arkansas Natural Gas . 
Atlanta Gas Light 

Central Electric & Gas .... 
Columbia Gas System 
Consol. Gas Util. 

Consol. Nat. Gas . 

Equitable Gas 

Houston Nat. Gas 

Indiana Gas & Water 
Kansas-Nebraska Nat. Gas 
Laclede Gas Light 

Lone Star Gas 
Minneapolis Gas 

Mission Oil 

Mobile Gas Service 
Montana-Dakota Util. 
National Fuel Gas 

National Gas & Oil 

Okla. Natural Gas 

Pacific Lighting 

Pacific Pub. Service 
Peoples Gas L. & C, ..... 
Rio Grande Valley 
Rockland Gas 

Southern Union Gas 
Southwest Nat. Gas 
United Gas 

Washington Gas Light .... 


Averages 


Natural Gas—W holesale and Pipeline 
American Natural Gas .... 29 
Commonwealth Gas 

El Paso Nat. Gas 

Interstate Nat. Gas 

Mississippi Riv. Fuel 
Missouri-Kansas P.L. .... 
Mountain Fuel Supply . 
Northern Nat. Gas 

Panhandle East. P.L. ..... 
Southern Nat. Gas 

Tenn. Gas Trans. ......0.. 

Texas East. Trans. ........ 

Texas Gas Trans. ......... 
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5.0% $126d $144 D6 
5 2.23je 1.82 23 
1.14je 1.05 8 
1.1lje 88 26 
1.48ju 1.72 DI14 
47lje 3.65 
2.22je 
1.45ju 
2.17ag 
1.63d 
80je 
2.05je 
1.70je 
3.60d 
3.03je 
1.45je 
1.22je 
58d 
3.00ag 
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19d 
441d 
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Averages 
Manufactured Gas—Retail 
Bridgeport Gas 
Brockton Gas Lt. ......... 
Brooklyn Union Gas 
Hartford Gas 
Haverhill Gas Lt. ......... 
Jacksonville Gas 
Kings County Ltg. 
New Haven Gas Light . 
Providence Gas 
Seattle Gas 
South Jersey Gas 
United Gas Improvement . 
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RECENT FINANCIAL DATA ON TELEPHONE, TRANSIT, 
AND WATER COMPANIES Po 
rice- 


9/18/50 Indicated Share Earningstt Earn 
Price Dividend Approx. Cur. Prev. %In- ines 
About Rate teld Period Period crease Ratio 
Telephone Companies 
Bell System 
Amer, Tel. & Tel. ........ ! 34% 12.7 
Cinn. & Sub. Bell Tel. .... , . 480d 3.76 14.6 
Mountain St. T.&T. ...... . . 7.02s 6.86 2 
New England Tel. ........ ‘ ; 10.67je 4.59 132 
Pacific Tel. & Tel, .....00¢ . . 8.55ag* 6.08* 41 
So. New Eng. Tel. ........ F : 2.05d 1.91 


Averages 
Independents 


Central Telephone / . $1. 
General Telephone : . 2. 
i . 4. 

1 


On|n|NOM 


2imy — 
OSiet $2.55 
69d = 4.71 
62ag — 


PY DEE ccouseceece 
Rochester Tel. ........+..- 


ransit Companies 

Chicana, S.S. & SB. ....- ! $ 91d $1.40 
oe yr 5 ; 6.0 84d 77 
Dallas Ry. & Term. ....... : é 139d 2.27 
Duluth Sup. Trans. ....... 5 : . 79d 44 
Greyhound Corp. ......... X : 120m 1.68 
Los Angeles Transit ; . 84d 93 
Nat’l. City Lines ; , 1.75d 1.97 
St. Louis Pub. Ser. A , : 48d 70 
Syracuse Transit . 5 62d 1.40 
United Transit 13 


Averages 
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Water Companies 
Holding Companies 
Amer. Water Works 9 ; { 81j D10% 11.1 
N. Y. Water Service j 72 108 
Operating Companies 
Bridgeport Hydraulic 
Calif. Water Serv. 
Elizabethtown Water 
Hackensack Water 
Indianapolis Water 
Jamaica Water Supply .... 
Middlesex Water 
New Haven Water 
Ohio Water Serv. ........ 
Phila. & Sub. Water 
Plainfield Union Wt. ..... 
San Jose Water 
Scranton-Spring Brook ... 
Southern Cal. Water 
Stamford Water 
West Va. Water Serv. .... 
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5.8% 12.7 


D—Deficit. C—Curb exchange. O—Over-counter or out-of-town exchange. S—New 
York Stock Exchange. *Based on average number of shares outstanding. **Also 25 per cent 
stock dividend. +Based on shares outstanding June 30th. #In order to facilitate comparisons, 
earnings are calculated on present number of shares outstanding, except as otherwise indicated. 
(a) Stock dividend of 50 per cent payable July Ist, and cash of 10 cents payable same date 
(on new stock); 25 cents paid in 1949, d—December. m—March. ap—April. my—May. je— 
June. ju—July. ag—August. s—September. 
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What Others Think 


AGA Convention 


ATURAL gas, the hero of the gas in- 
dustry, received plaudits from all 
quarters at the thirty-second annual con- 
vention of the American Gas Association, 
held recently in Atlantic City, New 
Jersey. Hugh H. Cuthrell, retiring presi- 
dent of the association and vice president 
of the Brooklyn Union Gas Company, 
directed the attention of the conven- 
tioners to the vast strides made by the 
industry in the last decade and pointed 
out that the natural gas branch of the 
industry was “spearheading” this prog- 
ress. 

Cuthrell noted that utility gas reve- 
nues are now running at the rate of $1,- 
750,000,000 per year, 10 per cent higher 
than the previous year and more than 
double the industry’s revenue of ten years 
ago. On the subject of expanding fa- 
cilities, he added that the industry has 
$3 billion worth of new facilities on the 
planning boards and that $6 billion will 
have been spent for expansion in a 10- 
year period ending in 1954. 

The speaker traced the expansion of 
the natural gas pipelines which now 
bring natural gas to 65 per cent of the gas 
industry’s customers and observed that 
two important areas of the country, the 
Pacific Northwest and New England, 
should soon be receiving natural gas. He 
added that the natural gas reserves are 
“completely reassuring.” 

Further, on the subject of pipe-line ex- 
pansion, the gas utility executive added: 


This spectacular march of natural 
gas has brought the gas industry to its 
greatest opportunity for service and 
expansion. The public is eager for 
more gas service and investors are 
keenly interested in its securities. We 
have then a ready-made opportunity 
to capitalize on good will of priceless 
value. We must not betray this oppor- 


tunity by unsound pipe-line expansion 
or allocation or pricing of gas that is 
contrary to the public good. If we exer- 
cise good judgment, operate our busi- 
ness at maximum efficiency and in the 
public interest, we will keep faith with 
our obligations. 


H’ pointed to the importance of the 
industry in national defense. He 
added that the tremendous growth of nat- 
ural gas use, now reaching 65 per cent 
of the industry’s customers, makes avail- 
able to American industries vast new 
quantities of this ideal fuel when they 
need it badly, and, at the same time, it 
releases for military use thousands of gal- 
lons of enriching oil, hitherto needed to 
manufacture gas. 

On the important question of natural 
gas reserves, he reported: 


But what about our resources ? Nat- 
ural gas now supplies 20 per cent of 
the total energy supply of the United 
States, compared with 11 per cent in 
1940, and 4 per cent in 1920. In the 
face of this use, are we in danger of 
exhausting this vital fuel? That ques- 
tion now directly concerns millions of 
people, and our national and state gov- 
ernments as well. We find the situa- 
tion today completely reassuring. Nat- 
ural gas reserves at the end of 1949 
were 180 trillion cubic feet, according 
to estimates of the AGA Committee 
on Natural Gas Reserves. This com- 
pares with 174 trillions one year earlier. 
Reserves advanced six and a half tril- 
lion cubic feet despite record net pro- 
duction of more than six trillion during 
the year. 


Cuthrell then observed that, with such 
reserves, an examination of the gas mar- 
ket potential is in order. Every home 
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within the reach of the gas mains is a_ that the natural gas advance simultane- 
live prospect. Only intelligent main ex- ously had created new problems for man- 
pansion policies and aggressive merchan- agement. 


dising efforts on the part of the industry 


The “joint session meeting” of the two 


are needed to convert those who are not departments, according to Hulcy, was an 
using gas appliances. experiment. It was to determine whether 

Cuthrell then went on to outline the a point had been reached in the opera- 
problems of gas utility management : tions of the association and in the ad- 


In my opinion the most critical prob- 
lem facing us is to awaken our industry 
and particularly top management of 
gas utilities and gas appliance manu- 
facturers to the crying need for a 
greater sales effort. The answer might 
well be found if everyone of us could 


vancement of the industry where the 
problems of both the natural and manu- 
factured branches are becoming so com- 
mon that a joint session seems the only 
solution for a discussion of them. 


(* industry representatives at the 


convention heard a scholarly dis- 


devote ourselves to an intensive effort cyssion of the future supply of natura! 
to achieve the following goals : gas by Lyon F. Terry, vice president of 
1. More and better trained salesman the Chase National Bank, New York 
power. city. Terry pointed out that an inquiry 
2. Improved gas appliances. into the future supply of natural gas was 
3. A better pattern of distribution. timely in view of the nation-wide expan- 
4. More advertising and promotion sion of the gas pipe-line industry. He 
of gas appliances and gas service. remarked : 


A bigger share of the new home 
market. 


But in the long run, our sales results 


will be no better than the products we 
sell. 


The AGA official closed with a recom- 
mendation that we give more serious con- 
sideration to the man-power requirements 
of the gas industry. He suggested that 
young and progressive people be attracted 
to the industry and help be made avail- 
able so that they can work out worth- 
while careers in the public utilities. And 
this help should be provided through good 
training programs, opportunities for ad- 
vancement, and proper salary scales. 


Gas Has Got It! 


A. Hutcy, president of the Lone 

e Star Gas Cotieane of Houston, 
and newly elected president of the Amer- 
ican Gas Association, stated that the ac- 
celerating advance of natural gas, which 
will soon reach every state in the Union, 
is the motivating force drawing the whole 
industry closer together. Hulcy addressed 
a joint meeting of the natural gas depart- 
ment and the manufactured gas depart- 
ment of the association. He emphasized 
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The status of the nation’s known re- 
serves of natural gas is reported an- 
nually by the American Gas Associa- 
tion Committee on Natural Gas Re- 
serves. The chairman of that commit- 
tee is Mr. N. C. McGowen, president 
of the United Gas Corporation and a 
former president of this association, 
and the committee is composed of some 
sixty engineers and geologists scat- 
tered throughout the country. Having 
worked with many of these men in 
times past, I am satisfied that their 
estimates are reliable and that they are 
rendering a most valuable and depend- 
able service to the gas industry. The 
committee’s last report showed esti- 
mated proved reserves of natural gas 
in the United States as of December 31, 
1949, to be 180 trillion cubic feet, and 
net production for the year 1949 of 6.25 
trillion cubic feet. 


He went on: 


It would seem at first glance that 
such reserves should be adequate for 
the nation’s requirements, but the 6.25 
trillion produced per year is being in- 
creased rapidly and will probably reach 
ten trillion before 1960, so that there 
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WHAT OTHERS THINK 


may be some question as to whether 
the presently proved reserves of gas 
are sufficient to justify the newly pro- 
posed pipelines. But the proved re- 
serves need not be considered alone, 
since a larger element of the future sup- 
ply will be the yet undiscovered de- 
posits of natural gas to be found in 
the future in the search for oil as well 
as for gas. 


T= then traced the relationship of 
the natural gas industry to the pe- 
troleum industry, calling it a “sister in- 
dustry.” He gave some of the historical 
background concerning the processes of 
geological formation relating to petroleum 
and natural gas. He stated that the Pe- 
troleum Institute Committee on Petro- 
leum Reserves had had accurate esti- 
mates showing that 24,600,000 barrels 
of petroleum existed in proved reserves. 
Based on this figure and other reliable 
studies that there were potentially 110,- 
000,000 barrels in the continental United 
States (exclusive of the tidelands), 46,- 
500,000 barrels should remain to be dis- 
covered. 

In contrast with the natural gas esti- 
mates, Terry said: 


The quantities of natural gas that 
have been produced will never be 
known since large, unmeasured quan- 


tities were blown into the air and’ 


wasted in the early days. There are 
good records by the Bureau of Mines 
of the natural: gas marketed in the 
United States since 1905. So far as 
can be estimated, some 84 trillion cubic 
feet of natural gas has been marketed, 
about 30 trillion lost and wasted in the 
natural gas industry, and an enormous 
but unknown quantity of gas in solu- 
tion with oil has been wasted in the 
production of oil, so that total gas pro- 
duced to 1950 has approximated 150 
to 175 trillion cubic feet. 


J i - speaker then went on to give rea- 
sons for believing that future dis- 
coveries will show the ratio of gas to oil 
to be higher than has occurred to date: 
1. The trend of drilling is to deeper and 
deeper zones so that the reservoir pres- 
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sures of future discoveries may be ex- 
pected to be greater than in the past. 
Since gas is compressed somewhat in 
proportion to pressure, the quantity, by 
weight, of gas contained in a cubic foot 
of pore space is greater with increasing 
depth. For oil, the reverse is true, since 
after the oil cools upon reaching the sur- 
face and the solution gas is released, the 
volume of oil is less than it had been in 
the reservoir. 


2. Deposits of oil found at great depths 
and under correspondingly high pres- 
sures contain larger proportions of gas 
in solution than oil in shallow reservoirs. 
Of present proved reserves of natural gas, 
15 per cent consists of gas in solution in 
oil and this ratio is likely to increase. 


3. A principal future hunting ground 
for natural gas will be the Gulf coastal 
plain and the tidelands offshore there- 
from. It was found that the hydrocarbons 
encountered in the Tertiary formations 
of the Gulf exhibit progressive change in 
composition with greater geologic age 
and depth, the older and deeper oils being 
of lighter specific gravity and having 
larger percentages of lighter constituents. 
Hence, it is likely that the future discov- 
eries in this area at greater depths will 
contain higher proportions of free gas, 
since the deeper the deposit, the higher 
the reservoir temperature and the greater 
the possibility for more complete trans- 
formation of the original oil in place with 
resulting increased formation of gas. 
From whatever the cause, the fact is that 
recent drilling of exploratory wells has 
resulted in increasing proportions of gas 
wells to oil wells discovered. 


4. The ratio of 4.1 mcr/bbl. for gas to 
oil produced to date seems oddly low com- 
pared with the 7.3 mcr/bbl. for presently 
known reserves. But in the old Appala- 
chian fields where oil and gas have been 
produced for ninety years, wells were to 
shallow depths, gas in solution was rela- 
tively small, and there were few purely 
gas-producing fields. Hence, it is felt that 
the deeper drilling of the future will pro- 
duce results nearer to the gas-oil ratio 
of the presently proved reserves. 
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Ba then turned to the tidelands 
potential—based on recent rich dis- 
coveries in those areas. He concluded 
that judging by the known reserves de- 
veloped to date per 100 square miles and 
with other considerations noted, the nat- 
ural gas ultimately to be produced from 
the Gulf tidelands will exceed 50 trillion 
cubic feet. 

He then stated that based on the rea- 
sons that he had outlined, the minimum 
quantity of future supply that can be rea- 
sonably forecast may be summarized as: 

Trillion 
United States Cubic Feet 


Present Proved Reserves 
Future Discoveries : Lands 
Tidelands .... 


Total Future Supply 


Terry then concluded by pointing out 
that down through the years mostly all 
estimates of reserves were later proved 
to be rather conservative. He mentioned 
specifically the experience of particular 
committees of the industry. He observed 
that the committees which determine re- 
serve figures with the best information 
available, were valuable to the industry 
as long as they could estimate that future 
supply would not be less than some mini- 
mum figure. Terry then ventured his per- 
sonal estimate that future recoverable 
natural gas in this country will exceed 
500 trillion cubic feet. 


AMES F. OATES, JR., chairman, Peoples 
Gas Light & Coke Company, Chicago, 
told the convention that the basic political 
and social trends in America are obvi- 
ously in the direction of Socialism and 
nationalization of industry. 

Oates stated that it is the responsibility 
of those who believe in a free economy to 
oppose such trends. And because utilities 
are the first target for socialistic attacks, 
he maintained that they are “the first 
line of defense” against such efforts. 

Oates went on to say that to carry on 
this fight successfully, utilities must per- 
fect service and retain public favor. They 
must operate their business successfully, 
efficiently, and honestly, and particularly 
must solve the urgent problems affecting 
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the adequacy of service to the public. As 
an example, he stated: 


Today the gas utility industry faces 
a great challenge in the demand for 
space heating. In many cases utilities 
have been able to meet this demand, but 
the public should not long be denied 
gas for space heating at economically 
sound rates. 

Peak demands for space heating in 
cold winter months, however, create 
deep summer valleys, with the result 
that it is difficult, if not impossible, to 
achieve a year-around plant utilization 
which is economically sound. 

Seasonal storage is, of course, the 
only ideal answer. But it is not now 
available in the neighborhood of many 
substantial markets. Unless new meth- 
ods of storage are developed or the 
existing storage facilities are put to use 
for the entire nation, other methods of 
leveling demands must be fully ex- 
ploited. 


OF observed that the problem is one 
of balancing as far as possible winter 
and summer loads—filling in the valleys 
so that they may approach, but do not 
exceed, the possible winter peaks. 

He stated that this cannot be done by 
attachment of additional firm residential 
business, nor can it be done by attach- 
ment of large volume firm industrial and 
firm commercial business. He continued: 


Intensive development of so-called 
off-peak and interruptible loads seems 
to be the best present approach to the 
problem. Since such service is offered 
only during a part of the year or is 
subject to interruption on short notice, 
it is economically and socially justifi- 
able to sell such gas at lower rates than 
those applicable to firm business. To 
protect the public interest, however, the 
rates should be fixed in reasonable re- 
lation to the costs of competitive fuels. 


Oates went on to point out that filling 
in the summer valleys in this manner is 
in the public interest generally and of di- 
rect benefit to general residential cus- 
tomers. It is only through the balancing 
of the year-around load in such manner 
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“MY MOTTO IS NEVER TO SAY ANYTHING ABOUT A COMPETITOR’S 
LINE UNLESS IT’S GOOD. BOY, IS THIS GOOD!” 


as this that the capacity can economically 
be built up to meet the winter peak de- 
mands of residential customers. 

The utility executive applauded sales- 
manship when he said: 


The salesmen are the field forces of 
economic democracy and the American 
system of free enterprise, for the sales- 
men implement the vital principle of 
competition. The gas flame is a com- 
petitive fuel. Thank God that it is! 


AROLD E. STASSEN, president of the 

University of Pennsylvania, ex- 
pressed his views on international events 
and governmental affairs. He prefaced his 
remarks with the following: 


I believe that economic freedom is 
inseparable from the other freedoms of 
a social or civil or religious or political 
nature and I consider further that effi- 
cient successful utilities under the man- 
agement and ownership of citizens and 
not of government are an important 
bulwark for the freedom of the people 
of this nation. 
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Stassen commented on the military 
preparedness program and described the 
times which the country now faces as the 
“twilight zone” between peace and war. 
As to economic controls necessary during 
this period, Stassen emphasized that it 
was probably more necessary during this 
indefinite period to have top industry 
men, free of active political connection, 
in charge of the controls. Of this he said: 


I would not expect, under the best 
of circumstances, men like Secretary 
Tobin and Secretary Brannan and 
Secretary Sawyer and Mr. Harriman 
and Mr. Steelman, and other members 
of the Cabinet, actually to become po- 
litically inactive and to conduct them- 
selves in the manner that is needed for 
the administration of controls and reg- 
ulations which by their very nature re- 
quire united, nonpartisan support if 
they are to be successful. And, to be 
frank, I would not expect that of Re- 
publican Cabinet members in a Repub- 
lican administration. 
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He continued with his recommenda- 
tion that industry representatives be 
brought into the government : 


You need only to think of the kind 
of circumstances that arise and the kind 
of individuals that are brought in to do 
a job in wartime to realize that in this 
in-between twilight zone it is even 
more essential that there be a top eco- 
nomic mobilization administrator who 
is not in party politics, of either party, 
and who has no intention of being in 
party politics, a man who commands 
the respect of both parties and has un- 
usual qualifications of experience and 
administrative ability. Because of his 
very background and activity, every- 
one would know that such a man would 
not use the controls and regulations 
entrusted to him in a crisis for any pur- 
pose other than for economic mobili- 
zation and armament, and clearly not 
for advancing any socialistic schemes 
or for attempts to change the economy. 

If that kind of man is obtained, and 
if codrdinated regulations and author- 
ity, as they must be under these twi- 
light conditions, are placed in his hands, 
then I feel that alone would be one of 
the most significant moves to combat 
the dangerous inflation in America 
today. 


The former Minnesota governor con- 
cluded by emphasizing the challenge to 
the people of this country in the present 
crisis. He added that he was confident 
that the utilities of America will do their 
full part and more, toward the victory 
for the forces of freedom. 


HE importance of good public rela- 
tions in the operation of a business 
concern was stressed in a talk by Arch N. 
Booth, executive vice president, Cham- 


ber of Commerce of the United States. 
He told the gas association members 
that, among other things, a strong pro- 
gram of informing employees about the 
operations of a business concern would 
be helpful in combating the forces of So- 
cialism. He stated : 


To your employees and to the public, 
you are Mr. Private Enterprise. You 
will do much to help win the battle 
against Socialism, if you tell the facts 
of life about business and about the 
business system to your employees. 


He urged that an explanation of simple 
platitudes of business management be 
used such as: 


Tell them what your company is do- 
ing—what your competitors are doing. 

Tell them what the figures in your 
accounting department are all about. 

Tell them what happens to the sales 
dollar you receive from the customer. 

Tell them about the new dollars of 
capital you would like to have to buy 
more tools. Show them how many dol- 
lars it takes to make just one job in 
the plant. 


Booth outlined still further such sug- 
gestions as showing the employee that 
his job offers him better take-home pay 
and offers greater opportunity under free 
enterprise than it would under Socialism. 
He noted that the job of telling the em- 
ployees what makes their business system 
operate is not a difficult task but is, in his 
opinion, one of the most important obli- 
gations which confronts everyone in busi- 
ness today. 

He claimed that a task such as this was 
all part of the general program outlined in 
his remarks; namely, of putting “Truth 
in Action.” 

—D. T. B. 





Excess Profits Tax versus Gas and 
Electric Utility Industries 


HE tax experts of the Joint Commit- 
tee on Internal Revenue Taxation 
recently gave utility representatives an 


NOV. 9, 1950 


opportunity to present their views on ex- 
cess profits tax recommendations with 
respect to gas and electric utilities. A 
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joint committee of the electric and gas 
industries, headed by Justin R. Whiting, 
president of Consumers Power Com- 
pany (for the Edison Electric Institute), 
and J. French Robinson, president of the 
East Ohio Gas Company (in behalf of 
the American Gas Association), pre- 
sented detailed recommendations to the 
committee. 

The industry committee report stated 
that the public utility industries, as dis- 
tinguished from other industries, are 
regulated by governmental bodies (both 
as to rate of return on investment and 
as to the prices which may be charged 
for their products and services). There- 
fore, the type of excess profits sought by 
excess profits tax legislation is not gen- 
erally present in the case of the public 
utility industry. The committee noted 
that the public utilities are willing to 
accept their fair share of the extra tax 
responsibility necessary in an emergency 
defense effort. The text of the recom- 
mendations made by the joint gas and 
electric committee follows: 


Recommendations 


or the reasons set forth above and 

below, it is recommended that the 
following essential provisions be in- 
cluded in any excess profits tax that may 
be enacted : 


1. Under any method of determin- 
ing excess profits net income, deduc- 
tion should be allowed for normal tax 
and surtax in ascertaining excess 
profits net income. 

2. Under the invested capital method 
of determining the excess profits credit, 
borrowed capital shall be included at 
100 per cent thereof, with a corre- 
sponding adjustment to excess profits 
net income for interest thereon. 

3. Under the invested capital method 
the excess profits credit shall not be 
less than 6 per cent of the invested 
capital. 

4. Under either invested capital 
method or the average earnings 
method there shall be allowed a credit 
at an incentive rate on all capital addi- 
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tions, whether equity, borrowed or re- 
tained earnings made during the first 
excess profits tax year and all years 
subsequent thereto. 

5. Under the average earnings 
method of determining the excess 
profits credit, there shall be added to 
the credit otherwise determined not 
less than 6 per cent of all net capital 
additions whether equity, borrowed, 
or retained earnings added during the 
last two years of the base period and’ 
all subsequent years prior to the first 
excess profits tax year. 

6. Under the invested capital method 
of determining excess profits net in- 
come, interest on borrowed capital 
added back to normal tax net income 
to obtain excess profits net income, 
shall be reduced by the percentage 
used in excluding inadmissible assets. 

7. The penalty rate on consolidated 
return reporting shall be eliminated. 

8. Adequate relief provisions shall 
be enacted in excess profits tax law 
to relieve hardship, remove inequities, 
and relieve situations that are not cov- 
ered by the usual statutory provisions. 


i B- basic problem in applying the 
proposed tax is to determine what 
war 


earnings, 


constitutes excessive 
profits, or excess profits. 
In the case of public utilities, it is well 
established by public policy that excess 
earnings or profits begin when such 
earnings exceed an amount determined 
by state and Federal regulatory agencies 
to be fair and equitable. There is danger 
to the public interest in superimposing 
new regulations of earnings of utilities 
in the form of tax legislation which con- 
flicts with well-established regulatory 
methods and procedure, especially if such 
legislation, by fixing limits which do not 
fully recognize existing customs and 
practices, adversely affects the ability of 
the industry to meet the constantly ex- 
panding capital requirements necessary 
to maintain adequate public service. 
Therefore, the following simple provi- 
sion is necessary to fix a point below 
which excess profits do not occur: 
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In the case of public utilities, the 
excess profits credit for any taxable 
year shall be not less than the aggre- 
gate of the normal tax and surtax plus 
an amount not less than 6 per cent of 
the total of outstanding borrowed capi- 
tal, capital stock, and surplus, as re- 
flected on the corporate books of 
accounts, averaged for the beginning 
and end of the taxable year, with a 
corresponding adjustment to excess 
profits net income for interest on bor- 
rowed capital. 


Reasons for Recommendations 


EFORE explaining in detail the recom- 

mendations, our committees believe 
that some observations on the general 
financial position of the utilities are 
necessary. 

The public utility industries are not 
static or declining industries. They are 
industries that are still experiencing a 
tremendous growth. This growth is not 
alone a matter of choice but is one of 
compulsion, since franchise requirements 
obligate utilities to provide service for 
the constantly growing number of cus- 
tomers who want such service in in- 
creasing amounts. Furthermore, utilities 
are vitally essential to the defense effort 
and their operating efficiency and finan- 
cial stability must be maintained if the 
defense effort is not to be impaired. 

The expansion program of the gas and 
electric utilities is absorbing large sums 
of money. As an example, gas and elec- 
tric utility companies spent $9.2 billion 
for new construction during 1946-1949. 
Some of this money came from the inter- 
nal operations of the utility business it- 
self, depreciation, retained earnings, etc. 
But $5.5 billion of new capital had to be 
obtained through the sale of $3.8 billion 
of long-term debt and $1.7 billion of 
stock. 

In the next three years, it is estimated 
that an additional $9.5 billion will be 
spent for new construction. Of this 
amount internal sources will supply 
approximately one-third but the other 
two-thirds must be raised through the 
investment of new capital. 
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Utilities are obviously going heavily 
into debt to finance their construction 
program. The long-term debt of the elec- 
tric utilities increased $2.4 billion from 
1946 to 1949 and the portion that debt 
is to the total investment has risen from 
46 per cent in 1946 to 49 per cent in 1949, 

This brief review emphasizes the 
urgent need of public utility industries for 
new capital. It also indicates that these 
industries have reached the point where 
larger amounts of equity capital must be 
secured if the industries are not to be- 
come top-heavy with debt. Long experi- 
ence has demonstrated that the way to 
induce investors to buy utility stock is 
through a satisfactory earnings record 
and a fair return on their investment. 


1. Deduction of Income Tax: 


HE earnings of nearly all utilities are 

under the jurisdiction of regulatory 
commissions. In determining normal 
earnings, the commissions generally have 
allowed utilities to charge their customers 
enough to cover their expenses, pay their 
taxes, including income tax, and provide 
a fair return on their investments. 

An excess profits tax may of itself deny 
a fair return to a utility. The following 
example explains why: Assume that 
$1,000,000 in the form of capital stock 
has been invested in a utility and the 
regulatory commission will allow the 
utility to earn a 6 per cent return, after 
taxes, on this investment or a net income 
of $60,000. To earn the $60,000, the 
utility would have to have taxable in- 
come of $109,000 if the income tax rate 
were 45 per cent and there were no excess 
profits tax. 

Assume now that an excess profits tax 
is imposed that defines “excess profits” as 
any income that exceeds 6 per cent of 
the invested capital, but which does not 
allow the deduction of the income tax be- 
fore determining “excess profits.” If the 
excess profits tax rate were 85 per cent, 
the net income to the nearest $1,000 of 
this utility, after taxes, would then be 
computed as shown in the table, page 693. 

This illustration shows that the earned 
return declines from 6 per cent on in- 
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vestment to 4 per cent after the applica- 
tion of an excess profits tax. Such re- 
duced return is wholly inadequate to 
service the capital of the utility, thus im- 
pairing its credit standing and hence its 
ability to raise capital for essential 
expansion. 

Suppose the commission, in spite of 
the excess profits tax, agreed that the 
utility should increase the price of its 
services to obtain a return of $60,000 
after taxes. Taxable income would then 
have to increase to $242,000 and the 
utility’s rates to the public would have 
to be substantially increased. Obviously, 
a large increase in the price of gas or 
electricity is not in the public interest, 
especially during a period when the 
Federal government invokes economic 
controls to combat inflation. 


2. Inclusion of 100 Per Cent of Borrowed 
Capital: 


I* establishing a fair return to be 
allowed on investment, Federal and 
state commissions, through the regula- 
tory mechanism of rate base, rate of re- 
turn, etc., usually do not distinguish 
between the form of investment, whether 
of bonds or stock. The fair return to the 
utility is established on the basis of the 
over-all investment. The rate of return 
comprehends that part of the investment 
will be in bonds paying a low interest 
rate and part in stock earning at a higher 
rate. 

The return which the utility is per- 
mitted to earn by the regulatory agency 
is determined by allowing a relatively 
low rate of return on the fotal invest- 


Taxable Income 
Deduct : 6% of Invested Capital ... 


“Excess Profits” 
Excess Profits Tax @ 85% 


Income Subject to Income Tax .... 
Income Tax 
Deduct: Total Taxes 


Net Income after Taxes 
Return on $1,000,000 Investment .. 
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ment. If the provisions of an excess 
profits tax exclude part of the invest- 
ment in arriving at the definition of 
“excess profits,” the effect is to deny 
the utility a fair return. To demonstrate 
this, take a utility with an investment of 
$1,000,000, of which $500,000 is debt 
(so-called borrowed capital) with an in- 
terest rate of 3 per cent. The regulatory 
commission allows a return of 6 per cent 
on the total investment, or an income of 
$60,000 after taxes but before interest. 
Assume there is an excess profits tax 
rate of 85 per cent which allows the de- 
duction of income tax, but which excludes 
one-half of the debt in the computation of 
“excess profits,” the return of this utility 
is as shown in table on page 694. 

In the computation of “excess profits,” 
if all the debt had been included, the in- 
come before interest would have been 
$60,000 or a return of 6 per cenit on the 
total investment. This would have been 
in accord with the fair return established 
by the regulatory commission. 

There is approximately $45 billion of 
long-term debt, exclusive of real estate 
mortgages, outstanding for all privately 
owned industries. Of this amount, more 
than 40 per cent has been issued by utili- 
ties, 30 per cent by railroads and other 
transportation companies, and the re- 
maining 30 per cent by industrial corpo- 
rations. Thus, 70 per cent of the total 
outstanding debt has been issued by 
corporations subject to regulatory com- 
missions. Therefore, the exclusion of part 
of long-term debt or borrowed capital, in 
the determination of “excess profits,” re- 
sults in discrimination against the regu- 
lated company. 
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3. Minimum Rate of 6 Per Cent on 
Investment (Capital Stock, Debt, and 
Surplus): 


S previously noted, utilities during the 
A 1946-1949 period raised large 
amounts of new capital. The gas and 
electric utilities obtained $5.5 billion of 
new money, of which less than one-third 
was in the form of capital stock. During 
the same period, the average return on 
total investment of the electric utilities 
was 6.3 per cent. Based on this experi- 
ence, an over-all return of less than 6 per 
cent would seriously impair the ability 
of the utilities to obtain new capital. 

With a rate of less than 6 per cent 
applicable to invested capital, regulated 
companies earning less than a fair return 
will face the dilemma of paying excess 
profits taxes when a fair return has not 
been attained under revenues limited by 
regulation. 


4. Incentive Rate for New Capital: 
ly is evident from the 1946-1949 experi- 


ence that an excess profits tax must 
permit sufficient inducement to be offered 
investors if utilities are to secure the 
proper amounts and kind of new capital 
for their expansion. Because of the regu- 
latory practice of setting return on total 
investment, it is not practical, from a 
utility viewpoint, to set a higher rate on 


Gross Income before Taxes and Interest 
Deduct: Interest 


Income before Excess Profits Computation 
Add: Interest on One-half of Debt 


Subtotal 

Deduct Excess Profits Tax Credit: 
6% on $500,000 of Capital Stock 
6% on $250,000 of Debt (4) 


“Excess Profits” 

Excess Profits Tax at 85% 

Deduct: Total Taxes 

Income after Taxes But before Interest 


Return on $1,000,000 Investment 
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new equity investment only. The exces 
profits tax should, therefore, permit son 
higher rate on all new investment th 
the current rate of return of approx 
mately 6 per cent. 


5. Additional Credit to Base Perio 
Earnings: 


J px plant and equipment of a utilit 
are large, complex, and expensive. 
The planning and construction of thi 
plant is time-consuming and it is ng 
unusual for two to three years to elapy 
between the start of a project and it 
completion. During the construction pe 
riod, substantial expenditures are mak 
for the new plant. But not until the proj- 
ect is finished will it become an asset that 
produces income. A long period between 
construction expenditures and the tim 
when income is earned thereon is char- 
acteristic of the utility industry. 

An excess profits tax that does not give 
weight to the lag of earnings behind con- 
struction expenditures will work a seri- 
ous hardship on a utility. To illustrate, 
suppose an excess profits tax is enacted 
that first allows the deduction of income 
tax and then defines “excess profits” a 
any income in excess of the average earn- 
ings of a base period of several years 
immediately preceding the year of enact- 
ment. Two years before the excess profits 
tax is enacted, a utility with an equity 
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investment of $1,000,000 and average 
arnings of $60,000 after income tax, 
starts the construction of a plant costing 
250,000. Construction proceeds continu- 
ously so that the utility gradually invests 
$250,000 over the two-year construction 
period. The construction has been 
fnanced through bank loans and just 
prior to completion the loans are re- 
financed into capital stock. 

The first year of operation of the new 
plant is also the first year of the excess 
profits tax and the fair return on the new 
investment in the plant is 6 per cent, 
or $15,000. Before income tax at a rate 
of 45 per cent, the return of $15,000 is 
equivalent to $27,000. The return on the 
total investment of $1,250,000 for regula- 
tory purposes is $75,000. If no adjust- 
ment is provided by the excess profits 
tax for the increased earnings resulting 
from the investment of $250,000, the 
return would be as shown in table below. 

In this instance, the average earnings 
of the base period years should be in- 
creased by the return to the investment 
added in the two years prior to the enact- 
ment of the excess profits tax. The utility, 
which in fact had no “excess profits,” 
would then earn its fair return of $75,000 
or 6 per cent on its investment. 


6. Additional Inadmissible Adjustment 
To Invested Capital Method: 


ppeernery capital, including borrowed 
capital, is properly reduced by an 


Taxable Income 
From Old Investment 
From New Investment 
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inadmissible asset factor before comput- 
ing the excess profits credit. Where bor- 
rowed capital is a component of invested 
capital, the interest on such borrowed 
capital is added to the income which is 
subjected to excess profits tax. Therefore, 
in order to have a consistent result, the 
inadmissible asset factor should be ap- 
plied to the interest on borrowed capital 
and the sum thereof deducted from excess 
profits net income to avoid a distortion 
of excess profits tax. 

Under the prior excess profits tax law 
corporations having large amounts of in- 
admissible assets were penalized by the 
requirement that 50 per cent of the inter- 
est on borrowed capital be added back 
to income whereas the borrowed capital 
retained in invested capital was greatly 
reduced by the inadmissible asset per- 
centage. The inclusion of 50 per cent of 
borrowed capital in invested capital under 
that law actually increased the tax liabil- 
ity of some taxpayers. The inclusion of 
100 per cent of borrowed capital in in- 
vested capital, without the adjustment 
proposed here, would further aggravate 
this inequity. It is now proposed that 
only the interest on the portion of the 
borrowed capital finally retained in in- 
vested capital should be added back to 
income.* 





* A brief concluding paragraph in the com- 
mittee’s report recommended the removal of 
the existing penalty on consolidated returns— 
with reference to income of affiliated groups of 
corporations. 
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The March of 
Events 


In General 


Electric Utility Defense 
Advisory Council 


N selecting the 30-member Electric 

Utility Defense Advisory Council, it 
would appear that Interior Secretary 
Chapman has given representatives of 
public power very liberal representation 
(nine members) considering the ratio of 
public generating capacity to that of the 
private utilities—roughly one-fifth pub- 
lic, one-fifth private. 

Geographical representation is fairly 
evenly spread with respect to installed 
generating capacities of the various re- 
gions. Six of the twenty-one utility 
executives were drafted from the east- 
north central states, five from the western 
states, three from the south central states, 
three from the north Atlantic states, two 
from the south Atlantic states, and one 
each from the New England and west- 
north central states. 

Of the nine members representing the 
public power segment, four are from 
municipalities, one from a state adminis- 
tration, two from Federal bodies, and 
two from associations —the National 
Rural Electric Codperative Association 
and the National Association of Railroad 
and Utilities Commissioners. 

Utility executives serving on the 
council are: 

H. B. Bryans, president, Philadelphia 
Electric Company; I. L. Moore, presi- 
dent, New England Electric System; 
Albert F. Tegen, president, General 
Public Utilities Corporation ; Harland C. 
Forbes, executive vice president, Consoli- 
dated Edison Company of New York, 
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Inc. ; Philip Sporn, president, American 
Gas & Electric Company. 

Prentiss M. Brown, chairman of the 
board, Detroit Edison Company ; Walter 
H. Sammis, president, Ohio Edison 
Company ; L. V. Sutton, president, Caro- 
lina Power & Light Company; H. J. 
Scholz, president, Southern Services, 
Inc.; O. J. Miller, vice president, Duke 
Power Company. 

Alex D. Bailey, vice president, Com- 
monwealth Edison Company; J. W. 
McAfee, president, Union Electric Com- 
pany of Missouri; Allen Van Wyck, 
president, Illinois Power Company ; J. B. 
Thomas, president, Texas Electric Serv- 
ice Company; F. M. Wilkes, president, 
Southwestern Gas & Electric Company. 

J. E. Loiseau, president, Public Serv- 
ice Company of Colorado; D. E. Ackers, 
president, Kansas Power & Light Com- 
pany ; George M. Gadsby, president and 
general manager, Utah Power & Light 
Company; James H. Polhemus, presi- 
dent, Portland General Electric Com- 
pany ; J. B. Black, president, Pacific Gas 
and Electric Company; and H. B. Sar- 
gent, president, Central Arizona Light & 
Power Company. 

Public representatives on the council 
are: S. R. Finley, superintendent, Power 
Board, Chattanooga, Tennessee ; Charles 
F. Terrell, executive director, Nebraska 
Public Power System ; Ivan L. Bateman, 
electric engineer, Department of Water 
and Power, Los Angeles, California; 
Frank Ward, superintendent, Light 

ivision, Tacoma, Washington; R. B. 
Cowan, engineer-manager, Electric and 
Water Department, Jacksonville, Flor- 
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ida; Clyde T. Ellis, director, National 
Rural Electric Codperative Association, 
Washington, D. C.; Dr. Paul J. Raver, 
Bonneville Power Administrator, Port- 
land, Oregon; Eugene S. Loughlin, Na- 
tional Association of Railroad and Utili- 
ties Commissioners, Washington, D. C.; 
and G. O. Wessenauer, power manager, 
Tennessee Valley Authority, Knoxville, 
Tennessee. 


Labor Government Coming 
In U.S. 


HE United States is “headed to- 
ward” a labor government, accord- 
ing to a prominent American labor offi- 
cial who declared it is going to be the 
“responsibility of heads of labor organi- 


zations to take over a large part in the 
running of the government.” 

Addressing the recent state convention 
of the American Federation of Labor at 
Santa Barbara, California, William L. 
McFetridge, national president of the 
Building Service Employees’ Union and 
a vice president of the AFL, flatly de- 
clared this nation is closely following the 
pattern of England toward a labor 
government. 

Calling upon his listeners to make a 
special effort to see that the “present” 
government does not tax labor out of 
its pay envelopes, and to demand repre- 
sentation on any wage control boards, 
McFetridge said that labor is in the na- 
tional political picture because it had 
been “forced” into politics. 


Louisiana 


Tidelands Fight to Continue 


—— dispute with the Federal 
government over state versus Fed- 
eral rights to mineral deposits under sub- 
merged coastal lands will go on despite 
the U. S. Supreme Court’s recent ruling 
adverse to Louisiana. 

It is recalled that the high Court re- 
fused to reconsider its decision that the 
Federal government has paramount 
rights to petroleum-rich marginal lands 
along the Louisiana and Texas Gulf of 
Mexico coast line. 

Noting that he was not surprised by 
the Supreme Court’s decision, John Mad- 
den, assistant attorney general, declared 
Louisiana will continue to oppose the de- 
cree recommended by the Federal gov- 
ernment. But, he did not indicate the 
state’s next move in the controversy. 

Leander H. Perez, a leader in the fight 


of the two states to retain their rights 
to off-shore oil and gas, branded the high 
Court’s refusal of review as “simply a 
part of a scheme . . . to hasten the sociali- 
zation of the country.” 

He also said that a “highly influential” 
official group in Washington wants the 
United States to be socialized but does 
not want to follow the pattern of Great 
Britain which paid compensation for 
expropriated properties. 

This group, Perez continued, wants 
the Federal government to take over 
private and state holdings by condemna- 
tion and seizure on the grounds that the 
“United States has paramount power 
under the obligations of national de- 
fense.” He said the Supreme Court 
is a “disgrace to the country,” and 
branded its refusal of review as proof 
that it is only “the ideological-political 
arm of the Federal administration.” 


€ 

Mississippi 

increase $16,905,864 in 1950 over last 

year, with approximately 98 per cent of 

the increase shown by gas, electric, and 

communications utilities. 

Tentative schedules recently released 
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Utilities’ Tax Assessments 
Account for Most of Gain 


= for public service corpo- 
rations in the Magnolia state will 
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by State Tax Commissioner Mack Young 
reveal current assessments of pipe-line 
companies to be $42,377,737, a 24 per 
cent gain over the 1949 figure of $34,161,- 
794 ; electric power companies, $39,617,- 
750 as against $34,207,125 in 1949; and 
telephone companies, $25,457,596, as 
against $22,968,562 in 1949—total in- 
creases for these three types of utilities, 
$16,114,659. 

Assessments of some of the individual 
companies are: Mississippi Power & 
Light Company $27,016,500, a $4,500,- 
000 gain over 1949; Mississippi Power 
Company $12,601,250, against $11,501,- 
125 last year; Southern Bell Telephone 
& Telegraph Company, $20,800,000, 
against $18,500,000 in 1949. 


Southern Natural Gas Company, 
$9,000,000 this year, against $8,800,000 
last year; Tennessee Gas Transmission 
Company, $8,746,814, against last year’s 
$7,626,260; United Gas Pipeline Com- 
pany, $5,688,375, as against $4,630,153 
in 1949; Texas Gas Transmission Com- 
pany, $5,599,145 in 1950, against $3,419,- 
580 last year ; and Interstate Oil Pipeline 
Company, $3,080,000 this year, against 
$3,000,000 in 1949. 

With few exceptions, the recommended 
tentative schedule of assessments as rec- 
ommended by the tax commission is, as 
a rule, finally adopted. 

Public service corporations showing a 
decline in assessments included Western 
Union Telegraph Company. 


* 
Washington 
Sale of REA Co-op to PUD 
Opposed 
"ie officials of the Rural Electrifica- 
t 


ion Administration have rejected a 
proposal of the Franklin County Public 
Utility District to purchase the bulk of 
the Big Bend rural electric codperative 
system in Franklin county. 

REA officials in Washington, D. C., 
have notified Big Bend management that 
REA did not feel that the remainder of 


the system would be economically fea- 
sible if the lines in Franklin county were 
sold for the construction cost of $236,410. 

Co-op members served by the Franklin 
county lines are almost unanimous in 
their opposition to the proposed sale, but 
under the PUD laws the district could 
attempt to condemn the REA-financed 
lines if it saw fit to do so. 

REA officials claim that the sale would 
reduce the Federal government’s secu- 
rity, therefore they could not approve it. 


Wisconsin 


Bus Company Experiments 
With LP Gas 


b  * foenes sen Pustic Service Cor- 
PORATION of Milwaukee has an- 
nounced it will conduct extensive tests 
of propane in its Green Bay fleet of ur- 
ban busses. 

Pierce G. Ellis, assistant to the presi- 
dent of WPSC, said the use of propane in 
the Green Bay busses will be a trial look- 
ing toward eventual changeover of 60 per 
cent of its fleet at a cost of more than 
$15,000 if the tests prove satisfactory. 

Ellis said the utility had been advised 
that bus power plants operating on pro- 
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pane will give better fuel mileage, run on 
fewer oil changes because there is prac- 
tically no oil dilution, and give greater 
mileage per motor overhaul because the 
LP gas is cleaner firing. 

WPSC will team its propane bus tests 
with its household and industrial natural 
gas utility at Green Bay where a reserve 
of propane gas is maintained as stand-by 
against breakdown of normal operations. 

In the meanwhile, the Wisconsin 
Industrial Commission has authorized 
installation of a large propane storage 
tank in north Milwaukee by the Boynton 
Cab Company for conversion of its 
yellow cabs to propane. 
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License Contract Payments by Telephone Company 
Improperly Disallowed 


TS supreme court of Oregon an- 
nulled an order of the public utilities 
commissioner rejecting payments by an 
operating telephone company to its par- 
ent company for services rendered under 
a license contract. The commissioner had 
acted under a statute giving him the 
power to control public utility payments 
to affiliates. The court ruled that he acted 
beyond his statutory authority because 
he made no findings as to value, necessity, 
and cost of the services. The commis- 
sioner had ignored such evidence and 
based his order solely on a finding that 
the method of payment was contrary to 
public interest. 

The court pointed out that the purpose 
of the budget statute was to enable the 
commissioner to protect the ratepayers 
and the utility against improper payments 
to an affiliate for services of the kind cov- 
ered by the license contract. It held that 
the statute did not authorize the com- 
missioner to base his determination on 
his own personal notion of the propriety 
or wisdom of the proposed payments. He 
is, the court said, to be guided by the 
standards of fairness and reasonableness 
and whether the payments are commen- 
surate with the services rendered. 

The court ruled that if the operating 
company receives from an affiliate serv- 
ices that are necessary and valuable, at 
no greater price than the cost to the 
affiliate, or at a price not in excess of that 
for which the services could be obtained 
elsewhere or could be performed by the 
company itself, the commissioner may not 
disallow the payments. 
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The commissioner contended that the 
company should show specific cost of the 
services rendered by the parent company 
to the operating company individually in- 
stead of as a sharer with the other op- 
erating companies of a common service 
rendered to all of them as constituent 
parts of the telephone system. He fol- 
lowed the method pursued by Ebasco 
Services Incorporated, which renders 
services on requisition to companies mak- 
ing up the Electric Bond and Share hold- 
ing company system. 

The court concluded that the evidence 
did not justify the finding that, with the 
exception of the research and develop- 
ment work performed by the telephone 
service company, Ebasco services in all 
respects were generally the same as the 
parent telephone company’s services to 
the operating company. It pointed out 
that only 2.05 per cent of Ebasco services 
were group service, while 97.95 per cent 
was specific service. On the other hand, 
more than 90 per cent of the service un- 
der the telephone license contract was 
group service. 

It was conceded that there was nothing 
in the electric industry which makes it 
essential to the giving of efficient service 
that the electric plant be in any way co- 
ordinated with the plant of a similar com- 
pany in another part of the country. But, 
the court said, a high degree of coordina- 
tion among the operating companies of 
the Bell Telephone system was absolute- 
ly essential. 

Judge Latourette, in a dissenting opin- 
ion, said that since the legislature had 
NOV. 9, 1950 
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expressly given the commissioner the 
power and authority to pass on the pro- 
priety and reasonableness of the license 
contract and he had made a finding and 


entered an order that such contract was 
contrary to public interest, his order was 
legal and pursuant to law. Pacific Teleph. 
& Teleg. Co. v. Flagg, 220 P2d 522. 


= 


Computations As to Rate Base, Expenses, and Return Questioned, 
And Modified Rate Increase Allowed 


Bp. Pennsylvania commission ap- 
proved new telephone rates which 
would yield a return of 6 per cent. The 
rates which the company had suggested 
were rejected because, after correcting 
errors made by the company in comput- 
ing its rate base, expenses, and return, it 
was apparent to the commission that the 
revenues which they would produce 
would be excessive. 

The company’s evaluation of its right 
of way by applying a fixed amount to 
each pole and anchor in its system was 
described by the commission as thorough- 
ly unreliable in that it took no recognition 
of the actual right of way and only by 
coincidence would represent the actual 
reproduction cost of the right of way. 

The commission disapproved of a com- 
pany reproduction cost estimate based on 
the reconstruction of each building as an 
individual project. Such an estimate, the 
commission said, does not reflect econo- 
mies of volume purchasing and volume 
construction which the reconstruction of 
a telephone plant on a wholesale basis 
would permit. The commission, never- 
theless, received the estimate into evi- 
dence and indicated that its inaccuracies 
would affect the amount of weight which 
it would be given. 

In rejecting the company’s figures on 


accrued depreciation, arrived at from a 
field inspection of several weeks’ dura- 
tion, the commission pointed out that a 
study of such duration of the company’s 
“vast and far-flung” plant would not yield 
sufficient information from which accrued 
depreciation could be ascertained. 

The company’s method of computing 
working capital allowance by annualizing 
one month’s expenses was held improper. 
The actual expenses for the year just past 
with proper adjustment for known in- 
creases to be incurred in the immediate 
future were, according to the commission, 
the proper basis for determining allow- 
able operating expenses. 

An estimate of future revenues did not 
satisfy the commission because it con- 
tained revenue figures to be obtained on 
completion of plant under construction. 
The commission questioned whether the 
construction program would be completed 
to the extent of the use made of it by the 
company in its revenue estimate. 

Commissioner Conly, in a dissenting 
opinion, said that he opposed any rate in- 
crease while service was still inadequate 
and while a reconstruction program de- 
signed to improve service was still incom- 
plete. Public Utility Commission et al. v. 
Pennsylvania Teleph. Corp. (C 14803 
et al.). 


e 


Losses Warrant Rate Increase without Rate Base Determination 


HE New Jersey Board of Public 

Utility Commissioners approved in- 
creased railroad commutation fares 
without establishing a rate base. Evi- 
dence proved not only that existing rates 
were inadequate, but that the new rates 
would merely lessen but not eliminate 
operating losses. 
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The supreme court of New Jersey had 
previously held that a rate base is funda- 
mental in any rate proceeding. However, 
the board concluded that the court, in the 
unqualified declaration that a rate base 1s 
fundamental, did not mean a rate case in 
which the facts were as established in 
this case. 
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Increased rates which merely lessen, 
but do not eliminate operating losses, are 
clearly not excessive. Such a case raises 
no question of rate of return. Establish- 
ment of a rate base can serve no useful 
purpose. 

To require proof of a rate base under 
such circumstances would arbitrarily im- 
pose, without useful purpose or necessary 
end, substantial expense in preparing and 
introducing testimony and_ exhibits. 
These expenditures would ultimately be 
borne by those served because they 
would be proper operating expenses. 
Furthermore, this would protract hear- 
ings in the introduction of testimony and 
exhibits neither material nor relevant to 


e 


the issue and would delay relief to which 
the carriers were clearly shown to be 
entitled without proof of property valua- 
tion. The board concluded that to re- 
quire proof of a rate base in this case 
would effect confiscation in fact during 
the period of consequent delay in grant- 
ing relief with resulting loss, without 
remedy, and without possibility of rec- 
ompense. 

The board noted that the Interstate 
Commerce Commission and the Pennsyl- 
vania commission have permitted like 
increased rates to go into effect without 
the establishment of a rate base. Re 
Pennsylvania R. Co. et al. (Docket Nos. 
4868-4870). 


Quality of Water Not within Commission Jurisdiction 


TS Wisconsin commission dismissed 
a subscriber’s complaint that a mu- 
nicipal water utility was not being oper- 
ated efficiently when an examination of 
the records of six comparable municipal 
water utilities indicated that the utility 


complained of was third in total operating 
expenses and fourth in operating ex- 
penses per customer. 

The subscriber’s protest of an unusual- 
ly high bill was overruled where investi- 


gation indicated that the bill was caused 
by a leak on the premises, of which the 
subscriber had knowledge, and that the 
utility had acted promptly in determining 
the cause of the large usage. 

A complaint that the quality of the 
water was inferior was dismissed with 
the statement that the board of health 
and not the commission had jurisdiction 
over this phase of the service. Fenisyn 
et al. v. Marinette (2-U-3329). 


& 
To Be or Not to Be a Water Utility? 


HE Connecticut commission ruled 

that a real estate corporation sup- 
plying water throughout its development 
was a public utility and required it to 
keep records and accounts and file re- 
ports as a utility. 

The factors which apparently deter- 
mined the corporation’s status were its 
holding itself to serve all purchasers of 
lots within its development at uniform 
rates without discrimination and its use 
of the public highways for its lines. 

The corporation contended that since 
it did not have any water plant but mere- 
ly distributed water, it was not a utility. 
The commission pointed out that under 
the state statutes a pipe distribution sys- 
tem can be classified a utility just as if it 
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were a complete water system. The com- 
mission added that many water com- 
panies subject to commission regulation 
own no water supply system. 

The company also contended that since 
the purpose for which it was incorporated 
was to develop real estate and not to 
operate a utility, it was not subject to 
regulation. 

To this the state commission ap- 
plied the rule that it is not what is in- 
tended but what is done which deter- 
mines whether or not a company is a pub- 
lic utility. Neither its charter nor the 
intentions of its officers can be success- 
fully relied on to decide the question. 

Finally, the company said that its use 
of the public streets to deliver water was 
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without authority and, therefore, could 
not be considered. The illegal acts of the 
company cannot be used to its own ad- 
vantage to render it immune from regu- 
lation, the commission said, but, on the 


e 


contrary, can be challenged only by the 
stockholders, the state, or some person 
who receives damage from them. Re 
Ridgewood Park, Inc. (Docket No. 
8311). 


Statute Authorizing City Regulation of Local Utilities Upheld 


STATUTE authorizing a city to regu- 
late motor carriers operating with- 
in the city limits and adjoining suburban 
areas and authorizing the commission to 
determine the extent of such suburban 
areas is not unconstitutional as being a 
local law regulating the duties and juris- 
diction of a class of officers other than 
municipal officers, according to the su- 
preme court of Florida. The wisdom of 
such a statute is for the legislature. 

The question was raised as to whether 
or not the commission could lawfully 
challenge the constitutionality of that 
statute. The commission, in order to 
carry out its statutory authority to deter- 
mine the extent of the suburban areas, 
might be required to conduct hearings, 
requiring the expenditure of public 
funds. Furthermore, it could determine 
when it was necessary to conduct such a 
hearing. The court believed that these 
factors were sufficient to authorize the 
commission to challenge the statute. The 
statute provided a field of operations for 


both the city and the commission. It 
vested in the city authority to regulate 
an intra-area service embracing the city 
and suburban territory and reserved to 
the commission power to regulate the in- 
tramural service, whether to or from the 
area, including the power to determine 
the bounds of the adjoining suburban 
territory. 

The court believed that there was a 
clear line of demarcation between the 
jurisdiction of the city and the commis- 
sion, and no reason was shown why both 
should not operate harmoniously. It said 
that the legislature has recognized that 
municipalities have problems peculiar to 
themselves that each must deal with. The 
primary function of the commission is 
statewide, whereas the functions of the 
municipality and the commission in this 
case may at times overlap. The law so 
recognizes, but when this is the case, the 
problem should be resolved so as to allow 
each the field of operation designed for 
it. Pensacola v. King et al. 47 So2d 317. 


e 
Time Limit for Appeal Based on Final Order 


HE supreme court of Ohio dismissed 

an appeal from an order of the Ohio 
commission. The court pointed out that 
under the statute, the 60-day period dur- 
ing which an appeal can be taken dates 
from the final order of the commission. 
In this instance, the appellants alleged 


that they had applied for a rehearing and 
that the time limitation ran from the date 
of the order overruling their application. 
This contention the court denied as not 
conforming with law. Finfrock et al. v. 
Public Utilities Commisston, 93 NE2d 
284. 


e 
Household Appliances May Be Transported 


HE Pennsylvania commission, in 
dismissing a common carrier’s appli- 
cation for an amended certificate, pointed 
out that none was necessary as the pres- 
ent certificate covered the points in issue. 
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The carrier, under its present certifi- ' 
cate, was authorized to transport new 


‘household furniture and new office equip- 


ment. The question was raised as to 
whether household appliances could be 
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transported by virtue of a certificate au- 
thorizing the transportation of new 
household furniture, without definition. 

The definition of the term “furniture” 
was held to be sufficiently descriptive and 
broad enough to include articles such as 
refrigerators, sinks, washing machines, 


radios, and television sets, which by rea- 
son of general use have become articles 
reasonably necessary for the convenience, 
use, and occupancy of the household un- 
der today’s accepted standards of living. 
Re Demuro (Application Docket No. 
72419, Folder 1, Am-A). 


se 


Motor Corporation a Common Carrier Despite 
Inconsistency in Charter 


COMPETING carrier’s motion to dis- 
miss a motor corporation’s applica- 
tion to raise a weight limitation in its 
“common carrier” certificate from 50 to 
150 pounds was denied by the Pennsyl- 
vania commission. The competitor con- 
tended that the corporation by its own 
charter was a contract carrier and not a 
common carrier and that consequently 
the reference to common carrier rights 
in the application required that it be 
denied. 
The clause in the charter relied on by 
the competitor was: 


Said corporation is formed for the 
purpose of transporting and delivery 
for firms, corporations, and individuals 
with whom it may severally contract, 


goods, wares, and merchandise by 
means of motor vehicles ... 


The charter was awarded by the com- 
mission under certain sections of the 
Public Service Company Law and re- 
ferred to the approval of “public service 
companies.” The commission ruled that 
this wording clearly identified the re- 
cipient as a public utility, since contract 
carriers have never been called “public 
service companies.” The reference to 
contracts in the carrier’s purpose clause, 
the commission said, should not serve to 
bar the carrier from continuing to render 
common carrier service as it had from 
the beginning of its corporate existence. 
Re Merchants Delivery, Inc. (Applica- 
tion Docket No. 32592, F 2, AM-B). 


ze 


Extraterritorial Municipal Service Subject to Regulation 


HE Colorado District Court held 
that a municipality furnishing extra- 
territorial water service indiscriminately 
for domestic uses is a public utility sub- 
ject to commission jurisdiction as to such 
service. The attorney for the city had 
argued that the city’s furnishing of water 
to the fringe population was never in- 
tended as a public utility operation and 
that the city would be legally prohibited 
from assuming the servitude of a utility 
undertaking in furnishing water to the 
public outside its corporate limits. Such 
attempted obligation, he claimed, would 
be in excess of its corporate powers. 
The court admitted that a city may not 
have for its primary object the furnish- 
ing of utilities to consumers outside cor- 
porate limits. But a city may serve out- 
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side customers where there is a surplus 
and where its own citizens are not in- 
jured as a result. Such service is inci- 
dental to the main purpose of serving its 
own inhabitants. In this case there was 
no evidence that the city had at any time 
furnished water to outside consumers 
except out of surplus. 

The court held that if the city may 
furnish surplus water indiscriminately to 
the public, or to a portion of the public 
outside the corporate limits, there is no 
reason why the commission should not 
have jurisdiction to regulate and control 
it as a public utility in rendering such 
service. In determining whether or not 
a municipality is or is not a public utility, 
the important thing is not what its 
charter says it may do or what the law 
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says it may not do but what it actually 
does. City of Colorado Springs v. Public 


Utilities Commission, Civil Action No. 
28659. 


e 


Certificate Required Where Transportation Is Not 
Incidental to Noncarrier Business 


“eae New York commission held that 
a motor carrier who also operates a 
warehouse cannot transport goods be- 
yond the scope of his certificate by using 
the warehouse as a shield from public 
regulation. 

In this instance, household goods were 
transported to the warehouse for storage 
and, subsequently, transported across 
the state for a profit, beyond the scope 
of the carrier’s certificate. The ware- 
houseman, in defending his position, 
stated that it was his belief that trans- 
portation to or from a warehouse is 
exempt according to the Public Service 
Law, if performed by the warehouseman 
himself. 

The commission pointed out that one 
factor is decisive in the majority of cases 
in determining whether a carrier is pri- 


vate or public and that is whether the 
transportation is conducted with the in- 


z 


tention to profit or simply to secure re- 
imbursement for costs incurred in per- 
forming it. In all cases where a charge 
is made for transportation, a prima facie 
case of public transportation is estab- 
lished and can be rebutted only by a 
definite showing that such transportation 
is purely incidental to, and in furtherance 
of, the noncarrier business, and not by 
showing that the transportation business 
is merely secondary. 

The commission said that, in view of 
the apparently widespread misunder- 
standing as to these cases, it will attempt 
to publicize the opinion by every means 
at its disposal, but it must be understood 
that responsibility for knowing statutory 
requirements and complying with them 
rests upon the individual motor carrier 
and asserted ignorance thereof is no de- 
fense. Re Gratto (Ace Moving & Cart- 
ing Co.) (Case 14876). 


Other Important Rulings 


HE Wisconsin commission, on re- 

hearing, held that electric service 
rules providing that the level of a rate is 
to be determined on the basis of twelve 
months’ use were not improper as re- 
quiring retroactive billing, since any pay- 
ments made before the end of the twelfth 
month were held to be instalment pay- 
ments on a bill, the size of which could 
not be determined until the end of that 
twelfth month. Re Revision of Service 
Rules for Electric Utilities (2-U-911). 


The Missouri commission ruled that 
in determining a rate base only completed 
construction and not contemplated con- 
struction would be considered. The com- 
mission also ruled that Federal income 
taxes should be included in operating ex- 
penses because the company had been re- 
cently incorporated and would be liable 
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for corporate income taxes. Re Davis 
(Fidelity Teleph. Co.) (Case No. 11899). 


The Missouri commission held that 
although an open agency station is op- 
erating at a profit, if no public need for 
its operation exists, a railroad should be 
permitted to close it so as to relieve the 
railroad system of the expense of its op- 
eration. Re Thompson, Trustee (Mis- 
sourt Pacific R. Co.) (Case No. 11815). 


The Alabama commission, in authoriz- 
ing telephone rate increases, expressed 
its belief that the cost of multiparty resi- 
dence service should be at as low a cost 
level as reasonably possible in order to 
enable the public to get telephone service 
as cheaply as possible under present con- 
ditions. Re Alabama Teleph. Co. 
(Docket 12277). 
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The Wisconsin commission authorized 
a municipal water utility to make a sep- 
arate charge for additional consumers 
served through one consumer’s meter. 
The commission pointed out that under 
such a situation the demand costs as- 
signed and included in the minimum 
charge are no longer met, so that addi- 
tional revenues should be obtained. Re 
Oconto Falls (2-U-3340). 


The Colorado commission, while au- 
thorizing the same relative increase in 
intrastate freight rates as authorized by 
the Interstate Commerce Commission on 
interstate rates, refused to increase rates 
on coal shipments, holding that the coal 
industry was fighting an apparently los- 
ing battle with natural gas and oil fuels, 
that present rates must be reasonable to 
customers, and that the industry must be 
kept alive for future emergencies. Re In- 
creased Railway Freight Rates in Colo- 
rado (Application No. 9739, Decision 
No. 35132). 


The Massachusetts commission held 
that railroad management has a duty to 
the public, its creditors, and stockholders 
to preserve its financial stability. It was 
held that a request to discontinue certain 
trains is not unreasonable where pas- 
senger losses are so acute that not only 
are they too large to expect freight in- 
come to bear, but they constitute such a 
burden on the operations of the railroad 
that if not checked in some way, the 
financial integrity of the whole enterprise 
may be in danger. Re Boston & Maine 
Railroad (DPU 8952). 


The New York Supreme Court, in 
dismissing relocation claims of three 
utilities against the state, held that the 
cost of temporary relocation of utility 
property, brought about by the depres- 
sion of railroad tracks into a subway tun- 
nel in a grade-crossing elimination proj- 
ect, must be borne by the utilities where 
relocation is to promote the convenience 
of the general public and is not solely for 
the benefit of the railroad. Consolidated 
Edison Co. of New York, Inc. v. State, 
97 NY S2d 431. 


PROGRESS OF REGULATION 


The Tennessee commission authorized 
a telephone rate increase although quality 
of service was poor, not with the thought 
of rewarding inefficient service, but sole- 
ly to enable the company to operate with- 
out actual out-of-pocket loss and thus put 
it in a better position to attract capital 
and rearrange its financing so as to make 
essential plant improvements to provide 
reasonably good service. Re Southern 
Continental Teleph. Co. (Docket No. U- 
3022). 


The New York commission, in 
authorizing an increase in water rates, 
indicated that where all of the necessary 
increases for fire protection could not be 
obtained because of contracts, other 
classes of consumers should not be 
called upon to make up any deficiency, 
and that each class of service bear its 
portion of the cost in so far as can be 
determined and that there be no unjust 
discrimination or unreasonable prefer- 
ences for one type of service as against 
another. Re New York Water Service 
Corp. (Case 14305). 


The Pennsylvania commission, upon 
modifying a common carrier certificate, 
said that it will not recognize any rights 
of the parties in any proceeding before 
the commission to enter into a stipulation 
which would restrict the authority of the 
commission to preserve and promote the 
interests of the public generally. Re 
Schiavoni et al. (Masontown Bus Lines) 
(Application 66439, Folder 1, Am-C). 


The California commission granted a 
common carrier certificate, over protests 
of existing carriers, where service would 
be considerably more flexible and ex- 
peditious than the common carriers now 
in the field provide. The certificate pro- 
vided for the transportation of general 
commodities, and the commission point- 
ed out that a definite limitation upon the 
articles which the applicant may trans- 
port would tend to circumscribe the use- 
fulness of the type of service he seeks to 
provide for the general public. Re Bis- 
nett (Bisnett Bros.) (Decision No. 
44518, Application No. 30611). 
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Important addresses on questions of public interest 

delivered at the annual meeting of the Section of 

Public Utility Law of the American Bar Association 
at Washington, D. C., September 18, 19, 1950. 





The Proper Spheres of State and Federal 
Regulation of Public Utilities 


By RALPH M. BESSE* 


a public utility industry is willing 
to accept the viewpoint of an ob- 
serving independent editor as industry’s 
position on the problem of “State versus 
Federal Regulation.” Francis X. Welch, 
managing editor of the Pusiic UTILITIES 
FORTNIGHTLY, in speaking of the trend 
toward Federal regulation, said recently : 


The plain answer is that the trend 
is not only reversible but it had blamed 
sight better be reversed and region- 
alized in the pretty near future, if the 
nation is not to move nearer towards 
the same brand of Federal administra- 
tive absolutism which characterized 
the corporate state. History is a grave- 
yard of nations which were unable to 
reverse the “centripetal flow” of regu- 
latory and other economic powers, in- 
cluding taxation, short of overbalance, 
collapse, and resulting destruction. If 
it could and should be reversed to curb 
the concentration of economic power 
in a public utility holding company, 
similar decentralization would seem to 
be in order for some pretty fast-grow- 
ing Federal monopolies, both regula- 
tory and operating.’ 


Private utility industries everywhere 
recognize the need for both Federal regu- 
lation and state regulation. There are 
certain areas of commerce which are 
purely interstate. Here Federal regula- 


* Member, Cleveland, Ohio, bar. 
1 Pusiic Utiities FortnicHtiy, August 3, 
1950, page 184. 
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tion is needed. There are likewise zones 
of purely local utility activity where no 
possible case can be made, under our 
form of government, for any regulation 
other than that of the states. 

Therefore, the issue here today re- 
lates only to the marginal cases where it 
is not clear whether or not any interstate 
commerce is involved, or where the inter- 
state element is de minimus. Normally, 
these are cases where jurisdiction has 
been in the states and the issue, therefore, 
narrows down to the one of Federal pow- 
er expanding at the expense of the power 
of the states. 


FN en cen nep majority of those rep- 
resenting our public utility indus- 
tries agree that these marginal cases 
should be resolved in favor of state regu- 
lation. This being true, the very nature 
of our business entitles everyone to know 
why we support this position. There are 
three basic reasons: 

First, we believe this position to be 
the one most consistent with the primary 
purpose of utility regulation which is to 
substitute for the regulation of the market 
place. 

Second, we believe the limitation of the 
expansion of Federal regulatory power 
to be the sounder course for the economic 
good of the nation. 

And, third, we are convinced that the 
curtailment of the power of the Federal 
government in this and many other fields 
is essential to the preservation of a sound 
political structure for our nation. 
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The first of these propositions is that 
the primary purpose of regulation is best 
erved by preserving state regulation. 

What is the primary reason for regu- 
tion of utilities? I believe everyone will 
agree that it is to take the place of the 
regulation which normally results auto- 
matically from free competition. Since 
there are elements of monopoly in most 
utility businesses, competition cannot be 
completely free. 

All utility men concede this, and be- 
cause they do, regulation is an acceptable 
thing on the part of the industry. 

Since the purpose of regulation is to 
provide a substitute for competition, the 
place of regulation requires an under- 
standing of competition. 
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ulation rye competition is normally either 
with other products, designed for 
ay re- Mi the same or a similar purpose, or with 
here it #M other producers of the same product. 
erstate Time prohibits a full discussion of this 
'Inter- Hi theme, but two points should be remem- 
mally, bered. 
n_ has The first is this: Virtually all utilities 
‘efore, Mi have increasing direct competition with 
|pow- Mother products, to say nothing of the 
power M@ fierce indirect competition for the con- 
sumer’s dollar. This is an incident of the 
scientific development of our times. As 
> Tep- such competition increases, the regula- 
ndus- tion of the market place increases. This 
Cases is the soundest of all regulation and it 
regu- should be permitted to perform its eco- 
ature HM nomic function of regulating the utility. 
now But such competition varies widely in 
e are different regions. An electric utility, for 
example, may have the competition of 
o be natural gas, artificial gas, or no gas, in 
nary its territory. A gas utility may have the 
is to competition of locally mined coal, priced 
rket at the mine mouth, distant coal with sub- 
stantial freight rates, or no coal competi- 
the tion at all. 
tairsd These examples can be multiplied by 
mic anyone who cares to think about them. 
They involve local conditions which are 
the not uniform. They are best understood 
ral by local people. They are problems which 
Ids can be solved by local action. They 
ind should, therefore, be subjected only to 






local regulation. 
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The second kind of competition is that 
from other producers of the same prod- 
uct or service. This, too, has some local 
aspects at least in the electric utility in- 
dustry where there are many municipally 
owned utilities. Ohio has more than a 
hundred. There are also many electric 
generation units privately operated by 
industrial plants. One low-rate Ohio 
company in 1949 lost a 75,000-kilowatt 
load to such a private plant. These are 
local conditions and their variations are 
infinite. They indicate the value of local 
regulation by people best situated to un- 
derstand local competition. 


UT in addition to this, a new factor 

has appeared in modern times—it 

is the competition of the Federal govern- 
ment itself. 

In sixteen years, Federal generation 
of kilowatt hours increased from .6 per 
cent of the nation’s total to over 13 per 
cent, and the blueprints are in process 
for more expansion. The Federal govern- 
ment now owns almost 10 per cent of 
the generating capacity of the nation. 
Here is competition with a vengeance, for 
these plants are tax-free with no eco- 
nomic compulsion to make a profit and 
no economic penalty for losses. Their 
establishment is the product of many fac- 
tors, not the least of which is a political- 
economic philosophy that all power fa- 
cilities should be owned by the Federal 
government. 

The bearing of this situation on our 
problem today must be obvious. If the 
biggest competitor of the investor-owned 
utilities is the Federal government itself, 
regulation of these utilities should be left 
to the independent state agencies. Fed- 
eral agencies are less apt to be inde- 
pendent in their thinking because the 
President, supporting a policy of Federal 
intervention in the power business, is 
certainly not going to appoint, to the 
Federal agencies, men who are opposed 
to that policy. 

Anglo-Saxon law is filled with prec- 
edent which recognizes the absolute 
necessity of divorcing the power to regu- 
late from those who have an adverse in- 
terest. The Federal government has an 
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adverse interest in much utility regula- 
tion. 

Thus, if regulation is to serve as a 
substitute for competition, it should be 
given to those who know conditions best 
and kept from those who are themselves 
competitors. 


HE second proposition in support of 

the preservation of state regulation 
and the curtailment of Federal expansion 
in the field is that this course is the best 
for the economic good of the nation. 

The arguments in favor of expanded 
Federal regulation generally fall into two 
categories—one is related to the chang- 
ing nature of our economic system which 
continues to grow more and more inter- 
dependent areawise; the other is related 
to the personnel of the Federal commis- 
sions. 

With respect to the first point, it is 
said that economic interdependence of 
state utilities requires single regulation 
in order to secure proper coordination. 
With respect to personnel, it is said that 
national regulation by a single body of 
men in lieu of forty-eight separate groups 
produces many benefits: Broader repre- 
sentation permits more objectivity; rep- 
resentation of the national interest elimi- 
nates the conflict of local interests and 
permits more progressiveness; more 
capable people on the commission permits 
more aggressive action; and single na- 
tional regulation permits maximum uni- 
formity, simplicity, and efficiency. 

Now even if we concede the premises 
(which I do only for the sake of the 
argument), the conclusions do not follow. 

Most of these arguments can and 
should be disposed of by reference to 
constitutional principle. Before our Fed- 
eral Supreme Court became a socio-eco- 
nomic board of arbitration, it repeatedly 
held that there is no constitutional 
authority to deal with a problem solely 
on the basis that it is a national problem 
or one which affects national interests as 
a whole.* 


® Kansas v. Colorado, 206 US 46; Carter u 
Carter Coal Co. 298 US 238; United States 
v. Butler, 297 US 1. 
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uT let us look beyond constitutional 
limitations even as our courts do. 

Now, everyone concedes that Federal 
regulation is proper in those fields where 
substantial interstate commerce is clearly 
involved. These are major categories of 
operation for gas, electric, transportation, 
and communication utilities. These areas 
of jurisdiction already permit the eco- 
nomic regulation required by economic 
interdependence. In these fields a num- 
ber of Federal regulatory agencies have 
done some fine work. But the inclusion 
of these areas confuses the issue. What 
is at issue is the marginal case where local 
operations clearly predominate and an 
extension of Federal regulation is never- 
theless proposed or is already asserted. 
For example, in the Jersey Central Power 
& Light Company Case the Federal 
Power Commission asserted jurisdiction 
on the basis of an infinitesimal slop over 
of power. In the Arkansas Power & 
Light Company Case, jurisdiction was 
asserted although less than 1 per cent of 
the facilities involved were in interstate 
commerce. In the Mount Morris gas 
case, only 4,400 feet of 34-inch line was 
involved. In the Central New York 
Power Case, two-thirds of 1 per cent of 
gross sales were the basis for jurisdic- 
tion. In these cases, the economic inter- 
dependence argument is, to say the least, 
a bit strained. 

Another type of marginal case already 
has been fully discussed by other speak- 
ers at these meetings. I refer to jurisdic- 
tion by nonstatutory condition. For ex- 
ample, in the El Paso Natural Gas Com- 
pany Case,’ the Federal Power Commis- 
sion has conditioned the right to build a 
pipeline on some capital structure re- 
quirements. This is a regulatory subject 
heretofore considered beyond the com- 
mission’s jurisdiction. 


g den back-door regulation of the Bu- 
reau of Reclamation is another ex- 
ample which should be mentioned. This 
Federal bureau in its contracts with com- 


panies s far beyond negotiating a 
sales price and attempts to regulate not 


384 PUR NS 129. 
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only resale rates but also company ac- 
counting. Where contracts for wheeling 
power are involved, the bureau refuses 
to submit to state regulation, although 
the transaction may involve only an in- 
trastate transmission and the facilities 
involved are jointly used for purely local 
service. Comparable backdoor regula- 
tion was attempted in the Idaho Power 
Company Case * as a condition for grant- 
ing transmission rights of way across 
Federal property. No interstate com- 
merce is necessarily involved in these 
cases. No economic interdependence is 
necessarily involved. These are not even 
marginal jurisdictional cases. They are 
invasion cases. 

What then of the uniformity, simplic- 
ity, objectivity, and other similar claims 
for Federal regulation? Here again, ex- 
isting Federal regulation of the major 
fields of interstate commerce permits 
these regulatory achievements if, indeed, 
Federal regulation assures them. 

Some claim of merit is made for the 
over-all regulation of all types of Federal 
control. That can be passed with a single 
quotation from Commissioner Lowell B. 
Mason of the Federal Trade Commis- 
sion who has said : 


American business is being har- 
assed, bled, and even blackjacked un- 
der a preposterous crazy-quilt system 
of laws, many of which are unintelli- 
gible, unenforceable, and unfair. There 
is such a welter of laws governing in- 
terstate commerce that the government 
literally can find some charge to bring 
against any concern it chooses to 
prosecute. 


Bz let us look at the results if Federal 
regulatory power is extended in util- 
ity fields alone. This would obviously 
weaken state regulation. Since our very 
size, as well as our system of government, 
will always require competent local regu- 
lation, this would be an unfortunate re- 
sult. And there are other equally impor- 
tant objections. 

In the long run, forty-odd commissions 
will do more to benefit the nation than 


£85 F Supp 913. 


any one commission. The overwhelm- 
ing majority of regulatory principles and 
practices in effect today, including most 
of those advocated by the Federal regu- 
latory commissions, actually originated 
in the state commissions. They were de- 
signed, cut, tried, and fitted by the staffs 
of the state commissions. As a result, 
they were not uniform because they were 
developed by various men and various 
methods at different times and places. 
Now, uniformity, simplicity, efficiency, 
and aggressiveness are valuable only 
when they are right. A nation with such 
divergent interests as ours can well em- 
ploy a variety of minds, methods, and 
approaches in such dynamic times as 
these. A singleness of purpose in a great 
industry, if dictated by a single commis- 
sion, may be influenced by collateral po- 
litical or economic philosophies which 
completely destroy objectivity and in- 
evitably preclude the development of the 
maximum economic good for the country. 


aAvip E. LILIENTHAL, who for over 
fifteen years has been associated 
with government management, has 
learned this weakness. Mr. Lilienthal 
has recently written a series of articles 
for Collier’s magazine on the danger of 
public monopoly of the atom. His com- 
ments are applicable here, as an analogy. 
This is what he has to say about the ef- 
fects on atomic development arising from 
single government management : 


No one can tell in advance where 
great new ideas will come from... 
We've always tried to encourage peo- 
ple to have such ideas; never before 
have we turned over to anyone (much 
less to our government) the power to 
limit the circle from which ideas could 
come. 

It takes the ideas of thousands and 
thousands of different people, armed 
with what knowledge and know-how 
as has been previously accumulated, to 
make the kind of industrial progress 
that this country stands for. And no 
government commission, however wise 
and well-intentioned, no Inner Circle 
of private contractors for government, 
however well selected and diversified, 
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can be counted on to develop these 
ideas, for they only grow well in the 
soil of competition — competition in 
spirit and in fact. This is the lesson 
of our whole history.® 


Mr. Justice Jackson commented on this 
in the Connecticut Light & Power Com- 
pany Case when he said : 


. the “insulated chambers of the 
states” are still laboratories where 
many lessons in regulation may be 
learned by trial and error on a small 
scale without involving a whole na- 
tional industry in every experiment.® 


ITH the exception of the railroads, 

the major growth of our public 
utilities has been under state rather than 
Federal regulation. The mere fact of 
growth is substantial evidence that the 
over-all job was well done. The great 
gas fields which the Federal regulators 
are eying so longingly were actually de- 
veloped without the benefit of Federal 
regulation. As a representative of the 
electric utility field, I am particularly 
proud of the performance of my own in- 
dustry. We had enough power and we 
had it on time for World War II. In 
fact, with the exception of a scant 6- or 
8-month period, we have always had 
enough power and have had it on time. 
What is more, our rates are lower than 
they were before the inflation of World 
War II hit us. This has been achieved 
very substantially under state regulation, 
not Federal regulation. Is there anything 
wrong with this result from an over-all 
national standpoint ? 

Some Federal regulation has not pro- 
duced as good results. Compare, for ex- 
ample, television and automatic transmis- 
sion in automobiles. Both of these are 
essentially prewar inventions. The tele- 
vision industry fell under a single na- 
tional regulatory body, and at the present 
time we have no color television and hun- 
dreds of television stations are waiting 
to be granted channels. Automatic trans- 


5 Collier's, June 17, 1950. 

6 Connecticut Light & Power Co. v. Federal 
Power Commission (1945) 324 US 515, at 
page 530, 58 PUR NS 1. 
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mission in automobiles did not have the 
benefit of uniform single Federal regula- 
tion. It did have the benefit of many dif- 
ferent minds working on it. And, of 
course, the irreplaceable spur of competi- 
tion. Today most new cars have auto- 
matic transmission. If television had 
been handled similar to the automatic 
transmission, I don’t doubt that we would 
have color television today. 


\ ey Federal regulatory policy 
in the past, under strong adminis- 
trative bodies, has often been so con- 
cerned with a specific target of regulation 
that it has not considered the entire eco- 
nomic picture. It has often failed to 
achieve the uniformity, simplicity, and 
over-all objectivity claimed for it. Rail- 
road regulation is an example. 
Railroads during 1949 earned less than 
3 per cent on their depreciated invest- 
ment. They are highly competitive with 
interstate trucks, water carriers, and 
private transportation; yet the railroads 
are very closely regulated, and interstate 
water carriers and truckers are only 
partially regulated, and, in some in- 
stances, there is no regulation at all. The 
railroads are made to charge higher-than- 
compensatory rates to maintain compet- 
ing systems, such as the airlines and 
barge lines, but the truckers aré not 
forced to follow the same policy. The 
railroads must charge the same rate over 
the long haul of any one route as they 
charge over any short-haul portion of 
that route. If, in order to meet the truck- 
ers’ competition between two distant 
points, they cut rates, the same cut must 
be made for any expensive short haul 
within that route. This is the result of a 
40-year-old ruling of the Interstate Com- 
merce Commission made before the com- 
petition of truckers was known. Where 
in this picture is this progressiveness, ag- 
gressiveness, and over-all point of view 
asserted for Federal regulation? 


ye also the jurisdictional brawl 
currently raging between the De- 
partment of the Interior, our Federal 
competitive regulator, and the Federal 
Power Commission, our legalistic regu- 
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lator. Here the point of view of the over- 
all good is being submerged for other 
motives. 

And what of the preference clauses in 
the sale of public power. There is a con- 
gressional finger in this, willingly sup- 
plemented by Federal bureaus. It is dis- 
crimination by statute, and by very 
definition is inconsistent with any ideal 
of uniformity. 

The sound economic aim of all utility 
operation is, as Professor Lewis once 
said, to “make continuously available for 
actual consumption the maximum amount 
and quality of utility service . . .”” Uni- 
formity, simplicity, and aggressiveness 
in regulation, even if achieved, do not 
necessarily bring this about. 

In my home state of Ohio we have, by 
statute, a regulation based on reproduc- 
tion cost new less depreciation. If there 
were only Federal regulation, a cost-type 
rate base certainly would be imposed 
upon us. The fact is that Ohio’s practice 
is not uniform with the other states— 
it is not simple—it is not new. But it is 
economic. And I submit it is a valuable 


thing to have free of Federal control 
major areas where home regulation can 
demonstrate that economic controls pro- 
duce, as they do in Ohio, lower rates for 
consumers, more taxes for the govern- 
ment, and better earnings for the share- 


holders. This, indeed, is worth some 
complexity and lack of uniformity. 


GGRESSIVE state commissions recog- 

nize this. The chairman of the pub- 

lic service commission of New York said 
recently : 


Laws cannot make an industry 
grow, nor can laws operate a business. 
Only individual initiative can do that 
assisted by a minimum of law. 

I am one who believes that in spite 
of our present Federal governmental 
regulations, he is best governed who 
is least governed. I regret that some 
of our national leaders regard this as 
an old-fashioned doctrine, but, my 
friends, you and I know that this old- 


7 The George Washington Law Review, Vol. 
14, No. 1, page 100, December, 1945. 
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fashioned philosophy has enabled this 
country to assume not only a com- 
manding position but the leadership of 
the world.® 


I agree with Mr. Feinberg. The eco- 
nomic good of the nation calls for a halt 
in the expansion of Federal regulatory 
power. 

This leads to the third reason for stop- 
ping the expansion of Federal regulation. 
It is this: The curtailment of the power 
of the Federal government in the regula- 
tory and many other fields is essential 
to the preservation of a sound political 
structure for our nation. 

The danger of centralizing too much 
power in the national government is not 
a danger that faces the utility industry 
alone, but perhaps we are more aware of 
it than many. 

The experience of all history warns of 
this danger. The great political philos- 
ophers of all ages reflect it in their think- 
ing—the biblical writers, Aristotle, James 
Mill, John Stuart Mill, Thomas Jeffer- 
son, Lord Acton, Woodrow Wilson, and 
many others. Their type of thinking was 
the type of thinking which shaped the 
form of our government in its beginning. 

This government which the colonies 
set up in 1787 was in many ways differ- 
ent from most governments the world 
had known, and in one way entirely new. 
The new concept was the idea of dual 
sovereign bodies, and this was one of the 
great concepts that made the American 
system endure where others have failed. 


HE Constitution reserved for the 

people of each state the right of reg- 
ulation of the “internal government and 
the police thereof.”® To those who wrote 
the Constitution this was as important 
as the establishment of a national gov- 
ernment. This was something new in 
government. National government was 
granted only those powers which the 
state could not perform, and the Consti- 
tution specifically enumerated them. 


8 American Gas Journal, December, 1949. 
®Congress, the Constitution, and the Su- 
preme Court, Charles Warren, page 27. 
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The Privy Council of England, under 
which the Constitutional Framers had all 
lived, was not only a body of combined 
functions, it was also far removed geo- 
graphically and, more importantly, far 
removed politically. The colonists could 
exercise little or no effect on its deci- 
sions. They found out that a local gov- 
ernment was a responsible government 
and could not long be conducted in de- 
fiance of the opinions, desires, and needs 
of the people. That can hardly be said of 
any strong, central government in a na- 
tion so vast as ours. 

Jefferson summarized the danger of 
concentration well when he wrote: 


It is not by the consolidation or con- 
centration of powers, but by their dis- 
tribution that good government is ef- 
fective. Were not this country divided 
into states, a division must be made. 
Were we directed by Washington 
when to sow and when to reap, we 
should soon want bread.’ 


Another great concept of our original 
form of government was the system of 
checks and balances designed to separate 
the legislative, judicial, and administra- 
tive branches of government. 

The English had discovered that, in 
order to preserve freedom, the rights of 
law making, law enforcing, and law in- 
terpreting would have to be separated 
and kept equally powerful. 


Hh Ren is not an efficient form of gov- 
ernment if we define “efficiency” as 
the amount of time that it takes to get a 
law passed, decide that it is just, and 
enforce it. Hitler had an efficient gov- 
ernment in this sense. He could make 
laws and enforce them simultaneously. 
To gain efficiency one must sacrifice free- 
dom ; there is no other way. The price 
we must pay for freedom is the balance 
between individual rights and this type 
of efficiency. 

Any administrative body, granted all 
three powers of government, involves 
some sacrifice of freedom. The framers 


10 Rutgers, Federalism As a Democratic 
Process, page 88 (Rutgers University Press). 
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of the Constitution had had experience 
with just such a body. The Privy Coun- 
cil in England wrote the laws for the 
colonists, appointed the governors to en- 
force them, and held the right of judicial 
appeal. The colonists had experienced 
life under administrative justice similar 
to that of the Tudors and Stuarts, and 
they didn’t like it. History is filled with 
governments of administrative absolut- 
ism that have failed. A few are: Rome, 
the Dominions of Alexander the Great, 
Russia, and the Germany of Bismarck 
and Hitler. 

Our constitutional principles of gov- 
ernment are attacked as eighteenth cen- 
tury ideas that must give way to some- 
thing modern and efficient. They must 
yield to a strong, central government of 
administrative agencies, capable of deal- 
ing quickly with national problems. Could 
anything be farther from the truth? Our 
Constitution was established to escape 
the very central bodies that those who 
would cure our ills today would set up. 
As I have said before, history is filled 
with strong, central administrations that 
have failed. Our methods may have been 
illogical, but we have prospered under 
them as no country in history has 
prospered before. Can central adminis- 
trative absolutism claim this? 


Bip application of these fundamental 
principles to the issue of expanding 
Federal regulation is clear. If we are to 
preserve the fact as well as the theory of 
state functions in regulation, we must 
stop the expansion of Federal authority. 
Otherwise, virtually all control will wind 
up in a single place with all of the haz- 
ards attendant upon such concentration 
of power. 

This might not be vital standing alone. 
Unfortunately, it is but one move of 
many designed to attain the same goal— 
more Federal power. Piecemeal defense 
of the expansion is no longer tenable. 

The late Justice Sutherland in 1936 
said in the case of Carter v. Carter Coal 
Co. (1936) 298 US 238, 56 S Ct 855: 


Every journey to a forbidden end 
begins with the first step; and the 
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danger of such a step by the Federal 
government in the direction of taking 
over powers of the states is that the 
end of the journey may find the states 
so despoiled of their powers, or—what 
may amount to the same thing—-so re- 
lieved of the responsibilities which pos- 
session of the powers necessarily en- 
joins, as to reduce them to little more 
than geographical subdivisions of the 
national domain. It is safe to say that 
if, when the Constitution was under 
consideration, it had been thought 
that any such danger lurked behind its 
plain words, it would never have been 
ratified. 


The line must be held at all points. 


be recent lobby investigation re- 
veals the tremendous efforts made 
by Federal bureaus to expand their 
spheres of action—an effort made by the 
expenditure of gross sums of taxpayers’ 
money during a period when too little 
money was available to balance the Fed- 
eral budget. 

The current reorganization programs 
are giving greater powers to national 
commission chairmen of Federal commis- 
sions. The chairmen under these reor- 
ganization acts are appointed by the 
President rather than elected by the 
commission from among the commission 
members. This tends to make national 
commissions much less independent and, 
if not actually a tool of politics, certainly 
susceptible of becoming such. 

The same political party which con- 
trols Congress is intrenched in the White 
House, has appointed all members of the 
Supreme Court, a majority of the judges 
of the whole Federal judiciary, and all 
of the members of all Federal commis- 
sions. And yet only about one-fourth of 
the eligible voters placed the leader of 
this party in the presidency at the last 
election. 

This combination, accompanied by un- 
precedented growth of Federal commis- 
sion and bureau activities, has permitted 
the establishment of procedures giving 
more and more legislative and judicial 
power to these administrative agencies 


who become lawmakers, investigators, 
prosecutors, witnesses, judges, and juries, 
all in the same proceeding. 

When this is coupled with representa- 
tives in high places on these commissions 
who believe that private ownership of 
utilities should not even be permitted to 
exist, then we have arrived at a point 
where sound political economy and the 
best interests of owner and consumer 
alike call for a halt in the expansion of 
the regulatory power of these bodies. 


N the light of these principles, I must 

conclude that industry should oppose 
regulation by an actual and potentially 
increasing competitor, that it should sup- 
port the maintenance of a strong system 
of local state regulation over predom- 
inantly local services, and that it should 
advocate national legislation prohibiting 
Federal regulation in de minimus cases, 
curtailing Federal regulation by non- 
statutory conditions, and limiting over- 
lapping regulation based on minor inter- 
state activities. Finally, industry should 
fight, to the extent of its ability, the ex- 
pansion of power — within and without 
the regulatory fields—which threatens to 
alter our basic form of government and 
weaken our national strength by the at- 
trition of state authority and the submer- 
sion of individual rights. 

This completes the discussion of the 
portion of this problem assigned to me, 
but I cannot refrain from adding an ap- 
peal for action among the people here 
assembled. 

This is a revolution. It is a revolution 
financed at the taxpayers’ expense. I am 
told that the government has 76,000 press 
agents and that a billion and a quarter 
pieces of literature are franked through 
the mails every year. 

It will take a counterrevolution of 
major proportions to stop this. It cannot 
be done by institutions alone for the peo- 
ple are not inclined to believe those who 
have an adverse interest even when they 
are right. It cannot be done by name- 
calling of those representing the Federal 
point of view. A few of them may be 
Communists or belong to communist- 
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front organizations, but the great major- 
ity of them are as good Americans as you 
and I and they believe what they advo- 
cate. 

It cannot be done by talking to our- 
selves. No one in this room will change 
his mind as a result of anything said here 
today. 


T must be done at the grass roots. The 
American people have a great capacity 

to understand political principle. And 
the lawyers of America have a great abil- 
ity to explain political principle to them. 


I, therefore, challenge you, as the ablest 
and best trained spokesmen in the nation 
today, to carry back to your neighbors 
and your communities some of the amaz- 
ing information we have heard at these 
meetings, to impress upon the electors 
back home the fact that they, too, are 
falling under the influence and control of 
this spreading Federal power and to 
make it clear to them that further con- 
trol and limitation of their freedom is 
inevitable if this political revolution is not 
stopped, for no man’s rights are safe un- 
less all men’s rights are safe. 





The Place of Public Power in the 
American Economy 


By J. E. CORETTE, JR* 


AST June, The National City Bank of 
New York published a provocative 
article on the struggle between private 
and public power. The article, which ap- 
peared in the bank’s monthly letter on 
economic conditions, posed two questions 
which certainly should be answered if we 
are to reach any conclusion regarding the 
place of public power in the American 
economy : 


1. Can we, as a nation, afford Fed- 
éral government expenditures of such 
magnitude for these [public power] 
purposes on top of a Federal budget al- 
ready swollen to huge proportions and 
running a deficit ? 

2. Should we, as a nation, pursue 
policies that put the Federal govern- 
ment in direct competition with pri- 
vately owned business in one of the 
major sectors of the economy ?? 


The logical answer to both questions, 
of course, is “No.” 


* Vice president, The Montana Power Com- 
pany. 

1“Electricity—Public or Private?” Month- 
ly letter on economic conditions, government 
finance (The National City Bank of New 
York), June, 1950. Page 65. 
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Two Approaches—Theoretical and 
Practical 

HD HIS article by one of America’s lead- 
ing banking institutions emphasizes 

the true importance of the question I was 

asked to discuss today—“What is the 

place of public power in the American 

economy ?” 

This problem can be approached from 
two viewpoints—one theoretical, and the 
other practical. I am convinced that the 
practical approach is the one which must 
be followed. 

Theoretically, as a matter of law and 
as a matter of good American govern- 
ment, Federal power has no place in our 
national economy. It has been developed 
to its present point of about 20 per cent 
of the power facilities of the nation by 
evading our Federal Constitution and not 
by complying with it. Few would deny at 
this stage of development that, at prac- 
tically every Federal project, power is the 
dominant factor, rather than the inciden- 
tal factor, as it is supposed to be to meet 
constitutional requirements. 

Practically, we face a problem in which 
our nation already has more than $4 bil- 
lion invested in water resources projects. 


2“The Battle That Squanders Billions,” by 
Leslie A. Miller. The Saturday Evening Post, 
May 14, 1949, 
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The problem must be approached with 
this basic fact in the foreground, along 
with many other important facts. Some 
of these are: 


1. The vital importance of preserv- 
ing the basic constitutional principles 
which are inherent in the situation and 
which, throughout the history of this 
nation, have resulted in a development 
of individual opportunity, private in- 
itiative, personal freedom, and those 
other important incentives that have 
given this nation more of the fine ad- 
vantages of life than have ever been 
possessed by any other people. 

2. The definite program of Social- 
ism in America, with its necessary 
change in our constitutional form of 
government, which appears to be the 
ultimate objective of many all-out pub- 
lic power advocates. 

3. The vital importance of our hav- 
ing adequate power facilities available 
at all times for national defense and 
internal prosperity, as well as personal 
comfort and convenience. 

4. Our existing and constantly de- 
veloping demand for more Federal 
taxes and for all of the Federal money 
that can be made available for defense 


purposes. 


Problem Must Be Divided into 
Two Parts 

ti real problem seems to be: “What 

is the place in the American econ- 
omy of the Federal power facilities which 
now exist; and what should be the pro- 
gram of the Federal government in the 
development of future multipurpose proj- 
ects and transmission lines ?”’ 


Multipurpose Projects 


Necessarily, the question involves the 
development of the natural water re- 
sources of the nation by multipurpose 
projects. 

Multipurpose projects, where economi- 
tally feasible, should, of course, be de- 
veloped. But it does not necessarily fol- 
low that the Federal government should 
tither own or operate any part of the 
power facilities at, or in connection with, 
these projects. 


Government Should Never Build Facili- 
ties That Taxpayers Are Willing and 
Able to Build 


In my opinion, the fundamental policy 
should be that 


The Federal government will not 
construct or operate any power facili- 
ties at, or in connection with, any proj- 
ect where any private company or any 
state or local agency is willing and able 
to construct and operate them. 


This policy is not new. It has been 
applied in various forms at several proj- 
ects within my limited knowledge. 

Hoover dam is one outstanding exam- 
ple. At that project, the Bureau of Recla- 
mation owns the power facilities but the 
Southern California Edison Company 
and the city of Los Angeles are in pos- 
session of the powerhouses as agents, 
generating the energy that has been con- 
tracted for by various parties. 

At many navigation projects, private 
companies, under a license from the Fed- 
eral Power Commission, build, own, and 
operate the power facilities. Some proj- 
ects of this nature are: 


Louisville Gas & Electric Company’s 
135,000-horsepower plant at a govern- 
ment dam on the Ohio river. (License 
No. 289.) 

Ford Motor Company’s power plant 
at a government dam on the Missis- 
sippi river at St. Paul. (License No. 
362.) 

Kanawha Valley Power Company’s 
three plants, with total capacity of 70,- 
400 horsepower, at government dams 
on the Kanawha river in West Vir- 
ginia. (Licenses No. 1175 and 1290.) 

Henry Ford & Son power plant at 
a government dam on the Hudson river 
at Troy, New York. (License No. 13.) 


T= plan of having the power facili- 
ties at a multipurpose project built 
and operated by private companies or by 
state or municipal agencies can produce 
for the benefit of the project’s other fea- 
tures, as much or more revenue than can 
be obtained by having the power facilities 
owned and operated by the Federal gov- 
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ernment. This revenue should come 
from: 


1. A rental paid by the private con- 
cern to the government for the use 
of the dam. 

2. The Federal taxes which will be 
paid by the private concern as a result 
of owning and operating the facilities. 


In addition, state governments benefit 
materially because they also collect im- 
portant tax revenues from the power fa- 
cilities owned and operated by a private 
company at a multipurpose project. Each 
of you know how important these tax 
revenues are to states, counties, and cities 
for the maintenance of schools, highways, 
county, and city offices. 

No one need be concerned that the 
private utility owning the power facilities 
will abuse the situation, because the proj- 
ect would be under license from the Fed- 
eral Power Commission. In addition, the 
rates for the sale of power from the proj- 
ect would be subject to regulation by the 
state regulatory commission. 


Present Congressional Policy 


HERE may be room for argument as 

to what the present Federal policy 
is, but you might be interested in my 
views regarding it, based on my experi- 
ence in the last several years. I believe 
that the policy is: 

1. Congress, as a whole, does not 
favor at this time building by a private 
company of the power facilities at a 
multipurpose project. This is evidenced 
by the fact that at the Canyon Ferry 
project in Montana, Congress rejected 
an offer of The Montana Power Com- 
pany to build and operate the power 
facilities at that reclamation dam. 

2. The Department of the Interior 
is definitely opposed to the building 
of power facilities by a private power 
company at any multipurpose project. 

3. Congress, as a whole, has no defi- 
nite policy regarding the building of 
transmission lines. One element ap- 
parently believes that transmission 
lines should be built, owned, and oper- 
ated by the Federal government from 


every Federal power project to every 
load center, which merely means every 
city or town. This policy would neces- 
sarily result in a complete and compre- 
hensive network of Federal transmis. 
sion lines throughout the entire nation. 
A second strong group in Congress 
definitely believes that no Federal 
transmission lines should be built in 
areas where existing facilities are ade- 
quate to transmit the available power 
or whenever any private company is 
willing to build the transmission fa- 
cilities required for the area. 


The Problem of Existing Federal 
Facilities 

| fy considering the place of existing 

Federal power facilities in the Ameri- 
can economy, one should endeavor to ap- 
ply the constitutional principles to the 
factual conditions which exist. This can 
be done with what appears to be a very 
satisfactory and desirable result, both 
from the standpoint of the Federal gov- 
ernment and the millions of stockholders 
of private utilities in the nation. 


Coéperation Is the Solution 


Codperation appears to me to be the 
complete solution to the situation which 
exists where the Federal government has 
power facilities in existence or under con- 
struction. Of course, this codperation 
must be fair, equitable, and in good faith. 
The government is in a position to be 
arbitrary and oppressive, and no govern- 
ment should ever take such an attitude in 
dealing with its citizens and taxpayers, 
who furnish the funds with which the 
government operates. 

Whenever the Federal government 
owns power facilities at a multipurpose 
project and the transmission facilities in 
the area are adequate, the power should 
be sold by the Federal government to the 
concern owning the transmission facili- 
ties. That concern then can resell the 
power throughout the entire area. The 
private concern, in practically every in- 
stance, would be subject to complete 
regulation, and the benefits, if any, from 
the Federal power would be passed on 
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without discrimination to all of the power 
users in the area. 


I" cases where the Federal government 
already owns transmission facilities, 
power could be sold at various points 
along those transmission facilities to the 
concerns supplying the people of the area. 
This would produce the same result as 
the previous example ; namely, the bene- 
fits, if any, of the Federal power would 
be passed on to all of the power users in 
the area. 

Some very necessary and very bene- 
ficial things would result from this type 
of codperation. Let me give just a few 
examples : 


1. There would be no need for the 
spending of additional Federal money 
for transmission facilities, and this 
money could be made available for de- 
fense purposes. 

2. As private companies build trans- 
mission facilities to handle this Fed- 
eral power, additional funds would 
flow in the form of taxes to Federal, 
state, county, and city treasuries. 

3. If this policy was clear-cut and 
fairly administered, private companies 
could and would, without hesitancy, 
plan to build the necessary facilities to 
supply the future requirements of 
every area. 


The over-all result of such a plan of 
codperation in areas where there are 
Federal power facilities would be a re- 
turn to sound American principles, under 
which the government does not go into 
competition with its citizens and does not 
go into private business. 


Effect of Federal Encroachment in 
Power Business 


To Federal government gradually 
going into the power business in a 
country like the United States, where the 
entire nation is already served with elec- 
tricity, produces serious consequences 
immediately, and ultimately. 

_ The ultimate consequence frequently 
is complete public ownership and gov- 
ernmental operation of all power facili- 
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ties, such as we have today in Nebraska 
and in the TVA area. There is nothing 
to be gained by my commenting to you 
experienced people on this situation. 

The immediate effect, ordinarily, is 
that, for many years, the people must 
suffer from inadequate power supply. 
Let me use the states of Washington and 
Oregon as examples. In 1932, the Fed- 
eral government started to build power 
dams and transmission lines on the Co- 
lumbia river. This plan has been carried 
on aggressively up to the present time. 
The result has been that, in the past fif- 
teen years, the private companies have 
built practically no generating plants and 
very few transmission lines in Washing- 
ton and Oregon. The reason is obvious. 
They have feared that any plant or line 
built might become useless and nonpro- 
ductive from an earnings standpoint as a 
result of the building of duplicate facili- 
ties by the Federal government. 

The effect on the people is that Wash- 
ington and Oregon for the past several 
years and for some time in the future are 
faced with one of the nation’s most criti- 
cal power shortages. It is estimated that 
in a critical water year, the shortage 
would be from 237,000 to 566,000 kilo- 


watts.® 


B* comparison, in other parts of the 
nation where the private companies 
have not been prevented by the fear of 
Federal competition from planning ahead 
and building the necessary facilities, there 
is, in practically every instance, an ade- 
quate and dependable supply of power. 
The Bonneville Power Administration, 
which is the marketing agency in Oregon 
and Washington, is now planning certain 
transmission lines in western Montana, 
in territory served by The Montana 
Power Company, which I represent. The 
Bonneville Power Administration and 
our company have been proceeding on a 
coéperative basis. We have already com- 
pleted several contracts which appear sat- 
isfactory to Bonneville and to our com- 
pany. This codperation is producing far 


8 Bonneville Power Administration Ad- 
vance Program, 1950—table 10, page 38. 
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better results than exist in Washington 
and Oregon. 


Preference Clause Discriminates against 
Majority of Power Users 


ou are all familiar with what is called 

the “preference clause” which exists 
in every one of the Federal power 
laws. 

The preference clauses, as they are be- 
ing interpreted today, in my opinion, con- 
stitute the most harmful feature of every 
Federal power program. The preference 
clause was born at a time when power 
was truly incidental to the other features 
of multipurpose projects. I think it is rea- 
sonably safe to say that the originators 
of that clause never intended that great 
public power projects would be built and 
that a small minority of power users then 
would receive a preference in the use of 
that power. 

However, that is the situation which 
exists today. 

The three most harmful features of 
the preference clause are: 


1. That it gives those people who 
pay by far the greater part of the taxes 
to support Federal power projects only 
a secondary right in the use of power 
from such projects ; 


2. It is used as the basis and as the 
strongest argument for the building 
of unnecessary Federal transmission 
lines ; and 


3. It is used as the basis and as the 
strongest argument for the creation of 
public power agencies which would be- 
come preference customers. 


The importance of these last two points 
cannot be overemphasized. They are the 
direct and main road to socialization of 
this great industry. 

I can see no justification for a law 
which provides that the people in a cer- 
tain area, who are customers of a private 
utility, are not entitled to use Federal 
power on an equal basis with people in 
an adjoining area, who are customers of 
an REA, a public utility district, or a mu- 
nicipally owned power system. 
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The South Dakota Example 


| go for REA’s, to which I believe 
no one objects, there were no public 
power agencies in South Dakota. There 
is being built in that state the Fort Ran 
dall dam on the Missouri river. The ad 
joining state of Nebraska is, as you 
know, a public power state. 

In order to prevent the people of Ne 
braska from having a preference over 
the people of South Dakota in the use of 
power to be generated from a project lo- 
cated in South Dakota and from water 
flowing through South Dakota, the South 
Dakota legislative body, after much con- 
troversy, passed a public power district 
law. 

From what I have heard of the situa- 
tion, there is no question that the only 
reason this public power district law was 
passed by the South Dakota legislature 
was the fear that the preference clause 
would deprive the people of South Da- 
kota of the right to use power generated 
by their own waters at Federal projects 
in their own state. 


Preference Clause Used As Reason for 
Building Federal Transmission Lines 


As you all know, one of the strongest 
arguments which has been made in sup- 
port of Federal transmission lines has 
been that these lines had to be built to 
make Federal power available to the pref- 
erence customers, as required by the 
Federal power laws. 

If you haven’t given the preference 
clause much thought, I would suggest 
that you make it one of the leading items 
on your agenda for future consideration. 
I am sure you will find that it is one of 
the most dangerous and important ve- 
hicles which at the present time are carry- 
ing the power industry toward govern- 
ment ownership. 


The Outlook 


ROM what I have said, you may won- 
der whether I believe that the power 
industry in America ultimately will be 

publicly owned. 
I have a constant and abiding confi- 
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dence in the sound thinking of the Ameri- 
an people, once they understand all of 
the facts. False propaganda is making it 
nore difficult for the people to know 
yhat the facts are, but, in the long run, 
the people as a whole will know who 
ils the truth and who lies, just as in your 
emmunities, you eventually know who 
ishonest and who is dishonest. 

I come from the land of ranches, of 
streams, of range land, of meadow land, 
ind of minerals, where natural resources 
are the basis of the entire economy. 

You have heard it argued that the Fed- 
eal government should own and oper- 
ate the Federal power projects because 
they are developments of a natural re- 
source. 

Nothing could be more false. If 
that fundamental policy were true, the 
Federal government should own, operate, 
and develop all of the farms in the coun- 
try, all of the ranches, all of the mines, 
al of the plants which process, and all 
of the marketing agencies which sell the 
products of those farms and mines. 
Grass, farm products, and minerals are 
just as much natural resources as water. 

The danger of Federal power is that it 
already has resulted in public ownership 
of a small percentage of the power fa- 
cilities of this nation, without the people 
realizing that it was a definite step to- 
ward Socialism in America. 

I think most people here would agree 
that, if Congress had before it a Fed- 
eral power bill which provided for gov- 
emmment ownership of all the power fa- 
cilities in America, the bill would fail by 
avery substantial majority. Ultimately 
the people will realize that the public own- 
ership movement is an effort to accom- 
plish gradually what such a bill would 
accomplish by one stroke of the pen. 
When the people realize that the present 
Federal power policy is creeping Social- 
ism, their opinions will be adopted by 


their representatives in Congress, and 
the trend toward government ownership 
will stop. 


Seriousness of the Situation 


M* optimism should not be taken as 
any indication that I believe the 
situation to be anything other than a most 
serious one. There is much more danger 
from the gradual encroachment of So- 
cialism to a point where we cannot turn 
back than there is from any plan to so- 
cialize at one time any business or any 
profession, or than there is from the ac- 
tivities of the Communist party in Amer- 
ica. 

Nothing concerns me more about the 
future of America and about my own 
personal future than the development of 
Socialism because, to me, it is the end of 
personal and religious freedom, of initia- 
tive and opportunity, of honesty and in- 
tegrity of thought, and of the fine life 
which each of us have enjoyed up to the 
present moment. 


Conclusion 


To summarize, let me say this: 

1. The extension of Federal gen- 
erating plants and Federal transmis- 
sion lines has no place in the American 
economy if we are to continue to be a 
free, progressive, independent, suc- 
cessful, and happy people. 

2. The existing Federal power fa- 
cilities should be used in codperation 
and in codrdination with existing fa- 
cilities of private concerns and with 
facilities to be built by private con- 
cerns in the future. 


Any other policy can result in the Fed- 
eral power program becoming the hole 
in the dike of American free enterprise 
and prosperity. And one hole can easily 
destroy the dike. 
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Public Utilities under the Defense 
Production Act 


By FRANCIS X. WELCH* 


ee in the good old days of vaude- 
ville, it was generally agreed that 
the purpose of the “animal act” was to 
empty the house. Perhaps our chairman 
had some such thought in mind when he 
added me on to the tail end of this so far 
excellent program as a sort of “added 
starter” to tell you members about a 
rather strange administration animal 
which has developed very suddenly here 
in Washington in the wake of the Korean 
outbreak. The executive order of Presi- 
dent Truman, setting up these various 
controls, was issued as recently as Sep- 
tember 9, 1950—right after the President 
had signed the Defense Production Act. 
Sad to Executive Order No. 10161. 


The General Nature of the Defense 
Production Act 


Broadly speaking, the new Defense 
Production Act gives the President au- 
thority to impose five main classifications 
of emergency controls for the purpose of 
mobilizing the nation’s resources for the 
national security. These are: (1) credit 
controls; (2) price controls; (3) wage 
controls ; (4) priority and allocations of 
strategic materials and supplies; (5) 
man-power controls (affecting civilian 
employment). 

Let me hasten to add that this is my 
own form of dividing the controls—a 
form I use only for purpose of clarifica- 
tion. In the act itself there are seven titles 
which list the President’s powers some- 
what differently. 

I make one other comment with re- 
spect to the act as a whole. It does not 
create these controls by direct statutory 
force. Instead, it gives the President dis- 
cretion to invoke any or all of them, or 
any combination of them. This discre- 
tion is subject to two limitations: First, 
there is a time limitation. The President 


* Managing editor, Pustic Utiiities Fort~ 
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cannot invoke any of these controls after 
June 30, 1951, except for a one-year ad- 
ditional period of grace for carrying out 
contracts entered into prior to that date. 
The other limitation deals with price and 
wage controls. The President may invoke 
these controls generally or selectively— 
that is for certain particular materials and 
services. But he may not invoke wage 
controls without price controls, either 
generally or selectively. This second limi- 
tation seems to raise a rather interesting 
question when we come to consider the 
special application of the law to public 
utilities. 


How Much of the Law Applies to 
Utilities? 


our out of the five general controls 
listed above applied to public utility 
operations. Only one—price controls— 
specifically exempts the public utilities. 
Of course, as a practical matter, some of 
these applications may not be very im- 
portant. Take the case of credit controls. 
As far as I know, there are no public 
utilities operating on such a liberal credit 
basis to come under any regulation which 
is likely to be imposed. Some of the gas 
and electric companies may notice some 
difference in the sale of appliances on 
long-term credit instalment basis. But 
that, of course, is a merchandising and 
not strictly a public utility operation. 
Man-power controls, which the Presi- 
dent placed under the jurisdiction of the 
Labor Department, affect the stability of 
civilian employment. When and if it is 
invoked, it would doubtless freeze public 
utility employees in essential job cate- 
gories as was done during World War II. 
We come now to price controls. The 
law clearly exempts all public utility rates 
from the operation of Federal price con- 
trols. This exemption is undoubtedly 
based on the theory that public utility 
rates have always been subject to regu- 
lation, so that an emergency price fixing 
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is not necessary. In this respect the ex- 
emption under the new law goes even 
further than a parallel exemption which 
was contained in the Economic Stabiliza- 
tion Act which prevailed during World 
War II. 


ost of you will recall that, under that 
law, the Federal government, act- 
ing through the Office of Price Adminis- 
tration, was entitled to thirty days’ notice 
of any utility price change, as well as an 
opportunity to intervene and be heard on 
such proposed change before any regula- 
tory tribunal—Federal, state, or local. 
Under the new law all public utilities and 
common carriers will not even have to go 
through the motions of this limited pro- 
cedure, with the exception of changes in 
wholesale rates of gas and electric utili- 
ties. 

The language in the act says that rates 
charged by a public utility or a common 
carrier are exempt except “charges for 
property or services sold by it for resale 
to the public.” 

According to my information, the 
background of this language was an effort 
to protect REA co-ops from having their 
rates, for wholesale power supply, in- 
creased without an opportunity for Fed- 
eral intervention. In any event, where 
changes are made in these limited whole- 
sale rates, the same thirty days’ notice 
and opportunity for Federal intervention 
will apply as prevailed during World 
War IT. 

This brings us to the fourth of the five 
classes of controls—wage controls. It is 
my opinion that public utility employees 
will be subject to any general wage 
freeze. True, the law ties wage and price 
controls together. But the statutory 
language does not exempt utility wages. 
It simply exempts utility rates. So we 
seem to have here an application of fa- 
miliar doctrine that where some exemp- 
tions are specified others cannot be im- 
plied. There is, in my mind, serious doubt 
whether the President could lawfully 
exempt utility employee wages from any 
general wage freeze—even if he specifi- 
cally attempted to do so. 


721 


Organization of Emergency Controls 


HAVE left the exercise of priority and 

allocation controls until last because 
that is probably the most important of all 
—from the standpoint of utility opera- 
tions. Public utility operations are, of 
course, subject to the exercise of these 
priority controls at the discretion of the 
President. But in his executive order of 
September 9th, President Truman split 
the delegation of power for priorities 
and allocations over various public utili- 
ties in three different ways. 

Electric and gas utilities (including 
both manufactured and natural gas com- 
panies) will come under the Interior De- 
partment, along with solid fuels, petro- 
leum, and other minerals. Transit and 
railroad companies and other forms of 
common carriers will come under a spe- 
cially designated member of the Inter- 
state Commerce Commission. All other 
industries, including all other utilities, 
such as telephone, telegraph, and water 
utilities, will come under a special divi- 
sion of the Commerce Department which 
has already been set up as the National 
Production Authority. 

According to the text of the President’s 
order, directing this division of priority 
and allocation controls for utilities, the 
Interior Department will function as the 
so-called “claimant” agency for the gas 
and electric utilities, in obtaining those 
scarce materials and supplies which are 
controlled by the Commerce Department. 
The ICC will do the same thing for the 
common carriers. Looking in the other 
direction, the Commerce Department will 
function as the “claimant” agency for 
those essential industries, such as defense 
plants, which require gas or electric sup- 
plies, or transportation services, which 
are controlled by the Interior and the 
ICC, respectively. 

The hypothetical example given is this : 
If an aluminum company needs more 
electric power, for military or other es- 
sential production, it would place its claim 
through the Commerce Department to 
the Interior Department. Conversely, if 
an electric power company needed more 
aluminum for transmission lines or other 
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essential purposes, it would place its claim 
through the Interior Department to the 
Commerce Department. 

What this means in terms of working 
procedure is that the forms and other 
paper work on priorities and allocations 
will be handled, and processed, for the 
gas and electric utilities, by the Interior 
Department. The ICC will do the same 
thing for the common carriers, and the 
Commerce Department will take direct 
charge of the telephone, telegraph, and 
water utilities. 


How Will This Work? 


WOULD like to stress that some of these 

controls may never be invoked. And 
it will certainly be weeks and even months 
before we see the others in actual work- 
ing operation. Before that time this blue- 
print outline of organization may be 
changed entirely. 

Most of you will recall the unhappy 
succession of new agencies during World 
War II which were called into existence 
by the late President Roosevelt to mo- 
bilize our national economy. Before Pearl 
Harbor we had the National Defense Ad- 
visory Commission, with five coequal 
members and no chairman. Then we had 
the old Office of War Production Man- 
agement, a 2-headed organization. This 
was followed by the Supplies, Priorities, 
and Allocations Board which also ran into 
conflict over rival claims of military and 
civilian requirements. Finally we had the 
War Production Board with real cen- 
tralized power. 

It does not seem to me that the organ- 
ization setup for priorities and alloca- 
tions under the President’s order this 
month, attempts to profit by the unhappy 
experience of World War II. I realize 
that President Truman has in mind the 
use of the so-called old-line departments, 
because they are already established and 
do not have to be organized from scratch. 
I realize that if the emergency becomes 
more acute, the National Production Au- 
thority could be lifted, bodily, out of the 
Commerce Department and be made to 
function as a full-fledged prototype of the 
old WPB. But we still have divisions of 


authority or priority controls as they af- 
fect the utilities. 

One government department, Interior, 
now has the authority to clear priorities 
and allocations for gas and electric utili- 
ties while another government agency, 
Commerce, now has the authority to de- 
cide whether those priorities and alloca- 
tions shall be cleared in terms of steel or 
copper or other materials under the con- 
trol of the Commerce Department. I have 
been a close follower of the Washington 
scene for many years, and I do not hesi- 
tate to give you my personal opinion: 
that type of divided authority is almost 
bound to head into trouble. 

I have not even mentioned so far the 
top agency—the National Security Re- 
sources Board—under Administrator W. 
Stuart Symington, whose duty it is to co- 
Ordinate these various controls for re- 
solving conflicts between agencies. As I 
see it, however, Mr. Symington will func- 
tion in an advisory rather than policy- 
making capacity, exercising no direct au- 
thority except with specific presidential 
approval. When we stop to think that he 
will be called upon to resolve disputes 
between Cabinet officers who have inde- 
pendent access to presidential attention, 
it seems to me that there is a good chance 
Mr. Symington has his work cut out for 
him, in coordinating and resolving con- 
flicts between these Federal agencies in 
the public utility field alone. 


| conclusion, I would like to mention 
one other possible source of future 
trouble in this Defense Act control setup. 
I refer to the broad powers contained in 
the law for presidential guidance to vital 
industries, so that they might be induced 
to increase their capacities so as to attain 
certain production goals, in the interest 
of our national security. There can be 
little quarrel with such an objective when 
we state it in general terms. But when we 
stop to analyze the possibility that these 
general powers may usher in a system of 
political planning for our national econ- 
omy, maybe we have something more 
here than meets the eye at first glance. 
Under the Defense Production Act, the 
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President has authority to offer low-rate 
loans, guaranteed markets, long-term 
government contracts, priorities on scarce 
materials, and even subsidies under some 
conditions. These benefits would be ex- 
tended to industrial concerns which “co- 
Operate” with government plans. 

This “encouragement” of favored in- 
dustry under a pattern of government 
planning could be done by having the 
National Security Resources Board—in 
codperation with the Council of Eco- 
nomic Advisers and the Interior Depart- 
ment—draft a series of “production 
goals,” ostensibly to match the growing 
demands of American military and civil- 
ian requirements. The government plan- 
ners could figure up how much copper, 
steel, aluminum, etc., would be needed by 
the military and essential civilian indus- 
tries. Against this, they could point out 
any difference in anticipated capacity as 


actually planned by steel and electric 
power companies, etc. Steps would then 
be recommended for the government to 
give “encouragement” to the realization 
of the necessary “production goals.” 
Our celebrated elder statesman, Ber- 
nard Baruch, said, a few days ago, he 
thought we might be repeating some of 
the same mistakes, in setting up these con- 
trols, as were made during the opening 
phases of World War II. But not wish- 
ing to end on a pessimistic note, I would 
again like to remind you that before these 
administration controls ever go into op- 
eration, there is a fair likelihood that the 
pattern will be changed entirely. Indeed 
the history of war control administration 
through both World Wars has suggested 
that it is a rather mercurial phenomenon 
—something like the weather we have 
here in Washington—if you don’t like it, J 
just wait a short while and it will change. 
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APPEARANCES: John W. Scott, Jop- 
lin, and J. D. James, Jefferson City, 
for the complainant; Wm. A. Gray, 
St. Louis, for the Southwestern Bell 
Telephone Company ; Hedrick & Hed- 
rick, Jefferson City, for Kansas State 
Telephone Company ; Tyre W. Burton, 
for this Commission. 


By the Commiss1oNn : The complaint 
herein was filed October 28, 1949, by 
the Old Rock Distilling Company 
against the Southwestern Bell Tele- 
phone Company, hereinafter called 
“Old Rock” and “Bell” respectively. 
The last-named company on Novem- 
ber 16, 1949, timely filed its answer 
in response to our order that it either 
satisfy the matters complained of or 
answer the same. On February 27, 


1950, this Commission, prompted by 
the apparent interest of the Kansas 
State Telephone Company, a corpora- 


tion, of Galena, Kansas, hereinafter 
called ‘“‘Kansas State,’ ordered that it 
be made a party to this proceeding 
and directed it to file its answer on 
or before March 10, 1950, or at the 
hearing to be held on that day. Kan- 
sas State, on the last-named date, filed 
its answer and appeared at the hearing. 


The Hearing 


Upon due notice to all interested 
parties a hearing was held on Friday, 
the 10th day of March, 1950, at 10 
A.M., at the office of this Commission 
in Jefferson City, Missouri, before this 
Commission, en banc, and appearances 
were made as above indicated. In 
closing the hearing, time was extended 
to all parties to file briefs, the last one 
of which was received April 25, 1950. 

The complainant, at the inception 
of the hearing, orally moved this Com- 
mission to strike the answer of Kansas 
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State for the reason that said company 
has never been licensed to do business 
in the state of Missouri and has never 
filed any reports or complied with the 
regulations of the Public Service Com- 
mission of Missouri “and under the 
law I don’t believe they have a right 
to appear before this Commission in 
this case for the reason that they have 
not complied with the laws of the state 
of Missouri.” 

A ruling on this motion was re- 
served and taken with this case. 
Whereupon, the hearing proceeded 
subject to the ruling to be made herein 
and as if the motion had not been 
made. Kansas State was allowed at 
the hearing to cross-examine the wit- 
nesses of the complainant and to pro- 
duce its own testimony. 


The Pleadings 
Complaint 


The salient allegations of Old Rock’s 
complaint are: 

That it is a Missouri corporation 
engaged in the distillation, rectifica- 
tion, and bottling of distilled spirits 
and the manufacturing of wooden 
barrels and other wood products and 
in the sale of all the same from its 
plant and its general offices which are 
located in Jasper county, Missouri, 44 
miles west of the city limits of Joplin, 
Missouri. 

Bell has a telephone exchange in 
Joplin from which it renders telephone 
service in Joplin and to numerous other 
points in said county, including some 
located near complainant’s plant and 
others at more than twice the distance 
between complainant’s offices and the 
city limits of Joplin. That it has ap- 
plied to Bell for telephone service to 
be rendered to it through this Joplin 
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OLD ROCK DISTILLING CO. v. SOUTHWESTERN BELL TEL. CO. 


exchange and Bell has refused such 
service. Complainant’s post office ad- 
dress is Joplin, Missouri. 


That complainant is now receiving 
its telephone service from Kansas State 
through its Galena, Kansas, exchange 
but such service has never been ade- 
quate or satisfactory and is much more 
expensive that it would be through the 
Joplin exchange due to the toll charges 
on all calls between such two ex- 
changes. 

That more than 80 per cent of all 
outgoing telephone calls from com- 
plainant are to, and about 75 per cent 
of all incoming telephone calls to com- 
plainant are from, Joplin numbers. Not 
more than one per cent of telephone 
calls to and from complainant are local 
calls from Galena, Kansas, numbers, 
and the remaining are long-distance 
calls to and from points other than 
Joplin. The tolls on calls from com- 
plainant’s telephones, during the past 
sixteen months, averaged $46.28 per 
month, which was a period when 
the plant was practically shut down. 
Full operations are expected and toll 
charges would be materially  in- 
creased. 


The prayer is for an order compel- 
ling Bell to furnish complainant such 
telephone service as the Commission 
deems reasonable and proper. 


Bell’s Answer 


Old Rock is located outside of Bell’s 
Joplin exchange area and in the area 
of the Galena, Kansas, exchange of 
Kansas State. Bell has recognized 
this as territory of Kansas State and 
has no disposition to invade the operat- 
ing territories of others excepting un- 
der orders of this Commission that the 
public interest requires it. 


Kansas State’s Answer 


This answer is summarized as fol- 
lows: 

Complainant, its predecessors and 
other persons in the same territory 
have been furnished telephone service 
for more than thirty years from the 
Galena, Kansas, exchange of Kansas 
State. Such area has been served un- 
der a territorial agreement between 
Bell and Kansas State as evidenced by 
the territorial map of the Joplin ex- 
change area of Bell long on file with 
this Commission. In the development 
of the territory for the purpose of ren- 
dering telephone service, Kansas State 
has expended large sums of money and 
now operates sufficient facilities to fur- 
nish adequate service to the customers 
therein. An order to Bell to invade 
this territory would result in duplica- 
tion of facilities and render the invest- 
ment of Kansas State nonuseful to 
Kansas State’s detriment. 

The prayer is for the dismissal of 
the complaint. 


Finding of Facts 


Upon the evidence adduced, and the 
admissions made, at the hearing we 
find the facts to be: 

The complainant, Old Rock Distill- 
ing Company, and the Southwestern 
Bell Telephone Company are Missouri 
corporations. The Kansas State Tele- 
phone Company is a Kansas telephone 
corporation. It has never been li- 
censed to do business in Missouri or 
filed any annual reports with this Com- 
mission although it and its predeces- 
sors have rendered telephone service, 
for hire, in a small area in Missouri 
for about thirty years. It owns all the 
property installations located in Mis- 
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souri incident to the rendition of serv- 
ice to twelve customers therein. 

Public telephone service is rendered 
by Kansas State through its exchange 
located in Galena, Kansas, to 816 cus- 
tomers, all of whom are served in the 
state of Kansas, with the exception of 
twelve customers who are served in 
this Missouri area presently to be de- 
scribed. Galena is a city in the state 
of Kansas, the eastern city limit of 
which is the boundary line between the 
states of Kansas and Missouri. This 
Missouri area is a narrow strip of land 
in Jasper county, Missouri, abutting 
such boundary line of the two states 
for a distance of about 44 miles and 
its width is approximately one-half of 
a mile. These twelve Missouri cus- 
tomers, one of which is the complain- 
ant herein, are now served in said Mis- 
souri area by Kansas State. 

Prior to October 4, 1937, all of this 
Missouri area was in Bell’s Joplin ex- 
change area, according to Bell’s maps 
on file with this Commission, although 
Kansas State and Bell each served a 
few customers therein. For some time 
prior to the last-named day the two 
companies were in negotiations, out- 
side the presence of any customers or 
regulatory bodies. 


This resulted, on paper, in Bell sur- 
rendering this Missouri territory to 
Kansas State by the simple method, on 
Bell’s part, of filing with this Commis- 
sion a revised map of the Joplin ex- 
change area effective October 4, 1937, 
which omitted this Missouri area above 


described. Bell has never included it 
in any subsequently revised maps of 
its Joplin exchange area. Kansas 
State has never filed any exchange area 
maps with this Commission but it 
claims the territory and in this hearing 
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filed its Galena exchange area office 
maps showing this Missouri area to 
be a part thereof. One of such maps 
indicates by red dots the location of 
these twelve Missouri customers there- 
in. Bell has been, and now is, serving 
one or two customers in this area, 
which is agreeable to Kansas State. 
As a part of and the result of their said 
negotations, Kansas State agreed that 
Bell should continue to do so “until 
they no longer desired service and then 
Bell wouldn’t serve them again, Kan- 
sas State would pick up.” Bell has 
been serving such customers in this 
area here involved for fifteen or more 
years. 

Bell filed with this Commission its 
original Joplin exchange area map to 
become effective October 1, 1929. It 
filed many subsequent or revised ones 
down to and including the one which 
omitted this Missouri area and effec- 
tive October 4, 1937. All of these 
maps show the Joplin exchange service 
areas extend beyond the city limits of 
Joplin northward 73 miles, eastward 
6 miles, and southward 5 miles or for 
greater distances than that westward 
between the Joplin city limits and com- 
plainant’s offices. 


The complainant’s distillery and its 
manuafacturing plant is located mainly 
in this Missouri area approximately 
44 miles west of the city limits of Jop- 
lin. A small portion of this plant ex- 
tends across this state line into Kansas. 
However, the distillery and complain- 
ant’s offices are located entirely on the 
Missouri side of that line. The manu- 
facturing of wooden barrels and wood 
by-products are operations more or 
less incidental. The complainant's 
need for telephone services are to its 
offices which are all located in this 
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Missouri area 200 to 250 yards from 
the state line. It would require the 
removal of complainant’s offices some 
700 to 800 yards eastward to get into 
the Joplin exchange area and to a poor- 
er location therefor. 

Complainant employs at its plant 
and offices about 200 persons, 12 to 
15 of whom are office personnel and 
key people, and it does a business of 
eight to fifteen million dollars annually. 
Telephone service is almost entirely 
used in purchasing raw materials and 
the sales of its products. Its post office 
address is Joplin, Missouri, and some 
confusion arises in routing to the 
complainant far away incoming long- 
distance calls which must be called 
through the Galena, Kansas, exchange. 
On account of quite a lot of confusion 
and delays often resulting in making 
calls from Joplin numbers to the com- 
plainant’s offices, people sometimes are 
obliged to drive out to the offices. 

From April 20, 1948, to June 29, 
1949, there were 4,992 calls from com- 
plainant’s offices to Joplin and 891 
long-distance calls to other points. 
From June 29, 1949, to February 1, 
1950, there were 2,650 calls from com- 
plainant’s offices to Joplin and 447 
long-distance calls to other points. 
There was no count made of the calls 
to Galena exchange numbers. No rec- 
ord thereof was kept since there were 
no charges thereon apart from the reg- 
ular exchange rates paid to Kansas 
State. The relative percentages of 
these outgoing calls to the total of all 
calls from complainant’s offices to 
points beyond the Galena exchange 
were 85.1 per cent to Joplin and 14.9 
per cent elsewhere. 

From April 20, 1948, to June 28, 
1949, outgoing long-distance calls, 


other than to Joplin, amounted to 
$2,642.20, while for the same period 
the toll charges from complainant’s 
offices to Joplin were $686.79. From 
June 28, 1949, to February 1, 1950, 
outgoing long-distance calls, other than 
to Joplin, amounted to $1,044.21. 
while for the same period the to!! 
charges from complainant’s offices t: 
Joplin amounted to $392.21. Thi: 
means that for both periods the tolls 
from these offices to Joplin amounte: 
to $1,079 or a monthly average oi 
$51.38. 


Of course it was not possible, short 
of an audit of Bell’s accounts or an 
examination of customer’s bills, to as- 
certain the number of calls made from 
Joplin numbers to complainant’s of- 
fices, and on which a toll was paid, for 
these or any other periods of time. 


Complainant pays Kansas State an 
exchange rate of $54.77 per month and 
for tolls to Joplin the additional month- 
ly average of $51.38 or the complain- 
ant’s total cost of $106.15 per month 
for the service of its calls to Joplin 
while this service, if rendered direct 
through Bell’s Joplin exchange, would 
be only $69.55 monthly according to 
Bell’s figures shown in the evidence. 
At the same time Joplin’s calls to com- 
plainant’s offices would likewise be free 
of any tolls and some savings to the 
Joplin customers would result. The 
items making up the $69.55 are: 1 
manual switchboard, $12; 2 trunks 
(@ $10.50), $21; 26.4 miles mileage 
(13.4 each trunk) $13; 15 stations 
(@ $1.25), $18.75 ; and 1.2 miles sta- 
tion mileage, $4.80. 

This Galena, Kansas, exchange of 
Kansas State has common battery 
service and metallic circuits to the 
complainant’s plant. About two years 
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ago the switchboard in this Galena ex- 
change was completely modernized, in- 
cluding new plugs, new connections, 
new wiring, etc., by an outside and in- 
dependent contractor. This record is 
with the Kansas Corporation Commis- 
sion. Kansas State recently had a rate 
case before this Kansas Commission 
and no complaints of service were made 
therein respecting the service, the al- 
leged delays, or cutoffs. Kansas State 
had some complaints two or three 
years before such modernization of its 
plant and a change of the manager. 
The complainant’s machine shop, 
blacksmith shop, and the drying ar- 
rangement for the grain and refuse 
used to feed the hogs is in Kansas, 
while the distillery is in Missouri. 
This plant has been at its present lo- 
cation for many years and during a 
period of time when the distillery could 


not lawfully have been operated in the 
state of Kansas. 


There are about 9 toll circuits be- 
tween the exchanges at Galena, Kan- 
sas, and Joplin, Missouri, of which 
Kansas State owns 5 and Bell 4, or 
possibly vice versa since the Kansas 
State witness could not remember 
which way they are owned. The same 
line of poles is used for these and addi- 
tional circuits are added as needed. 
During the year 1949, $4,582, or a 
monthly average of $380, of gross 
revenue was received by Kansas State 
from these twelve Missouri customers 
served in this Missouri area. 

The revenue from these tolls, 10 
cents each, on all calls between these 
exchanges at Galena, Kansas, and Jop- 
lin, Missouri, is shared by these two 
companies pursuant to the terms of 
Bell’s standard contract on the subject. 
The contract was not put in evidence. 
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The establishment of this boundary 
line by which Bell ceded this Missouri 
area to Kansas State was of substan- 
tial pecuniary advantages to both 
companies never previously enjoyed. 
Other than the complainant, the cus- 
tomers served in Missouri are largely 
residential users and Kansas State re- 
gards the service to them as being in 
“lean” territory. 

It will cost Bell approximately 
$2,000 to provide the additional fa- 
cilities necessary to serve Old Rock 
through the Joplin exchange, consist- 
ing of 115 to 120 crossarms and 2} 
to 3 miles (circuit) of wire for one 
circuit, or doubled for two circuits if 
installed. Bell would encounter no 
trouble in providing these facilities. 
Cable space would also be required in 
the initial rate area of Joplin as cables 
are congested. There are now about 
200 unfilled applications for service in 
the Joplin exchange. The Bell feels 
obligated to serve them as quickly as 
facilities are available. Bell is willing 
to render service to Old Rock through 
its Joplin exchange if we shall order 
it, although, traditionally, it never 
invades another’s territory unless so 
ordered. 

Kansas State has never obtained 
from this Commission any certificate 
of convenience and necessity to render 
telephone service in this Missouri area 
and has never filed any reports with 
this Commission concerning this serv- 
ice or any tariff schedules of rates to 
be paid by the public therefor. Kansas 
State has no foreign exchange service 
and refuses to render such service to 
any point in its authorized territory. 
The industrial expansion of Joplin be- 
yond its city limits has been more to 
the west and toward complainant's 
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plant than in any other direction. It 
has been along 20th street road on 
which complainant’s plant is located. 

If we have overlooked making any 
necessary findings of fact, or have not 
detailed them sufficiently, such will be 
covered in the opinion and conclusions 
to follow. 


Opinion and Conclusions of Law 
1 


[1] We will deal first with the com- 
plainant’s motion to strike out the an- 
swer of Kansas State. 

Kansas State is a Kansas telephone 
corporation organized for the purpose 
of rendering telephone service, for hire. 
For many years it has transacted busi- 
ness in the state of Missouri by ren- 
dering a substantial volume of tele- 
phone service, for hire, continuously 
and persistently, in this Missouri area 
heretofore described, without ever hav- 
ing procured any certificate from the 
state of Missouri to transact its tele- 
phone, or any other, business in the 
state of Missouri. 

Under § 109, New Corporation 
Code, Laws 1943, pp. 410, 468, an un- 
licensed foreign corporation is denied 
any authority to maintain any suit or 
action, either legal or equitable, in any 
of the courts of this state upon any 
demand, whether arising out of con- 
tract or tort. 

This denial of access to our courts 
is not applicable to a single, isolated, 
or casual transaction (United Mercan- 
tile Agencies v. Jackson [1943] 351 
Mo 709, 173 SW2d 881, by our su- 
preme court per Van Osdol, Commis- 
sioner, a former member of this Com- 
mission), especially when the transac- 
tion is not shown to be a part of the 
business for which the corporation was 


organized. State v. Shell Pipe Line 
Corp. (1940) 345 Mo 1222, 139 SW 
2d 510; Shields v. Chapman (Mo 
[Kan City] Ct App 1922) 240 SW 
505. 

The business conducted herein by 
this unlicensed foreign corporation wa: 
that for which it was organized. | 
was substantial in amount and wa 
continuous and persistent over a lon; 
period of time. It is not a casual o: 
isolated transaction. It was mad 
possible only by investments in prop 
erty placed in Missouri in order to 
render its continuous service in this 
Missouri area to the public therei: 
which might demand it. Under suci 
circumstances this foreign corporation. 
in our opinion, would be denied acces: 
to our courts in any effort to enforce 
any actions growing out of such oper- 
ations. State ex rel. Hays v. Robert- 
son (1917) 271 Mo 475, 196 SW 
1132; Tri-State Amusement Co. v. 
Forest Park Highlands Amusement 
Co. (1905) 192 Mo 404, 90 SW 
1020; United Shoe Machinery Co. v. 
Ramlose (1908) 210 Mo 631, 109 
SW 567. 

However, this is not a proceeding 
instituted by Kansas State for relief 
of any character. It is a proceeding 
in which the complainant is seeking 
our order requiring Bell to render tele- 
phone service to complainant in this 
Missouri area through Bell’s Joplin ex- 
change. Kansas State has appeared 
herein to protect its operational posses- 
sion of this Missouri area by prevent- 
ing, if possible, our issuance of the or- 
der which, if granted, would result in 
the loss of its most valuable customer 
in such area. 

There is considerable doubt that the 
cases cited above deny Kansas State 


85 PUR NS 





MISSOURI PUBLIC SERVICE COMMISSION 


the right to appear before this Com- 
mission in this proceeding. However, 
since we are reaching the result on the 
merits that we do, we will overrule the 
motion to strike. 


2 


[4 


The duty remains to decide this con- 
troversy on its merits. 

Kansas State contends that (a) the 
integrity of this operational territory 
(herein called the Missouri area) 
ceded and assigned to it by agreement 
between it and Bell in 1937, the evi- 
dence of which was filed by Bell with 
this Commission, should not be vio- 
lated by our issuance of the proposed 
order for Bell to serve the complainant, 
therein and (b) that no public need 
therefor has been shown herein. 


a 


[2] Admittedly, it is desirable, when 
two or more telephone companies are 
operating in the same general territory, 
that definite service areas for each 
should be established so that thereafter 
each is restricted to and is obligated 
to serve the particular area so assigned 


to it. As purely a routine matter, 
maps of the interested companies evi- 
dencing such arrangements are filed 
with this Commission. But no such 
sacrosanctity inheres in, or surrounds, 
any established service area which 
would render the area, or any of its 
boundary lines, impervious to changes 
ordered from time to time by us in re- 
sponse to, and to satisfy, the public 
need. While the reason, among others, 
for establishing such service areas, 
generally, is economic, as we have 
pointed out in many cases, the primary 
consideration in cases of this charac- 
ter, and which transcends all others, is 
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the public need rather than the eco. 
nomics of the situation. 

[3] For many years prior to 1937 
this Missouri area was in Bell’s Joplin 
exchange area and both Kansas State 
and Bell served customers therein. A 
new source of revenue has been gained 
by both companies, and enjoyed by 
them, since 1937 by the simple expe- 
dient, agreeable to both, of reducing 
at that time the size of the Joplin ex- 
change area by the removal of its west- 
ern boundary eastward about a half a 
mile. Since there was no other nearby 
telephone company authorized to oper- 
ate in this part of Missouri, this im- 
portant area fell as a derelict, into the 
lap of Kansas State, Kansas corpora- 
tion, which not only is not under the 
jurisdiction of this Commission but is 
not even admitted to do business in the 
state of Missouri. It has no business 
office in Missouri. Under such cir- 
cumstances, Kansas State is under no 
compulsory obligation to the state of 
Missouri, or to any authority there- 
under, to serve all, or anyone, within 
this populated area of the state of Mis- 
souri and, to the extent which it does 
serve therein, the rates, character, and 
stability of the service so rendered is 
under no regulation of the state of Mis- 
souri, this Commission or any other 
body of this state’s creation. It is not 
in the public interest, and is detrimen- 
tal thereto, to longer tolerate the ar- 
rangement made by Bell and Kansas 
State in 1937 whereby those within 
this important Missouri area must de- 
pend upon a voluntary and unregulated 
telephone service, and, therefore, the 
objectives of the complaint should be 
sustained. 


b 
[4] Apart from the considerations 
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just mentioned, it is against the public 
interest to deprive the complainant and 
others within the area from enjoying 
the benefits of the better service which 
Bell could render to them through its 
Joplin exchange, which is a service 
previously enjoyed. The post office 
address of the complainant is Joplin, 
acity of about 40,000 population. Its 
slant is only 44 miles out of Joplin and 
is within the natural commercial area 
of that city. Bell serves large outlying 
areas through its Joplin exchange at 
greater distances. Almost ali of the 
local calls to and from complainant’s 
offices are to and from Joplin exchange 
numbers, and all are subject to toll 
charges, while only about one per cent, 
each, of all inbound and outbound lo- 
cal calls are between complainant’s of- 
fice and Galena exchange numbers. 


All local calls at this time between 
numbers on the Joplin exchange and 
complainant’s offices, of necessity, 
must be routed through switchboards 
at Galena and at Joplin and over the 
toll line between them, which in and 
of itself is not unusual in the rendition 
of telephone service. But this present 
service is not as adequate or conven- 
ient as it would be if rendered, as pro- 
posed, directly between Joplin numbers 
and complainant’s office because of the 
poor quality of the service rendered 
through the Galena exchange and 
which results in annoying delays and 
all too often in the inability to com- 
plete the calls. There are no corrective 
orders which this Commission lawfully 
could make and enforce against Kan- 
sas State to correct such conditions re- 
specting complainant’s service or that 
of the eleven other Kansas State cus- 
tomers in the area. 

It is difficult to find any reason, 
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which is predominantly in the public 
interest, to support this arrangment 
in 1937, or to preserve it henceforth, 
whereby this Missouri area so near 
Joplin was excluded from its exchange 
area and resulted in toll charges on all 
telephone calls between that important 


‘city and one of its own industries bare- 


ly beyond its borders. Joplin sub- 
scribers calling complainant’s offices 
must pay such charges although they 
can call for greater distances within 
the Joplin exchange area without such 
tolls. It is not in the public interest, 
and is detrimental thereto, to exact 
tolls from those in this Missouri area 
for calls to Joplin and to penalize the 
subscribers of the Joplin exchange area 
with tolls on all calls made right into 
a nearby industry located within the 
commercial and trade area of their city. 
It is an unreasonable exaction in this 
particular situation and location al- 
though it may be and is justifiable in 
many other localities and under differ- 
ent conditions. 

It is the view of this Commission 
that the Joplin service area should be 
extended westward to the state line 
where it was prior to October 4, 1937, 
so that complainant and others within 
the Missouri area who desire Bell’s 
service can be served through the Jop- 
lin exchange area. 

Entertaining these views, it is, 
therefor, 

Ordered: 1. That complainant’s mo- 
tion to strike out the answer of Kan- 
sas State be and the same is hereby 
overruled and denied. 

Ordered: 2. That the Southwestern 
Bell Telephone Company be, and it is 
hereby, ordered to file herein, within 
ten days from the effective date of this 
order, a map of its Joplin, Missouri, 
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exchange area which shall include the 
area in Jasper county, Missouri, about 
one-half a mile in width abutting the 
Kansas and Missouri state line for a 
distance of about 44 miles, that is: to 
include the area served previously to 
October 4, 1937, when the boundary 
line was so changed ; and it shall here- 
after render telephone service to all 


within such area as may desire it, 
through such Joplin exchange. 

Ordered: 3. That this order shall 
become effective thirty days after the 
date hereof, and that the secretary of 
this Commission shall serve certified 
copies of same upon all interested par- 
ties. 





WISCONSIN PUBLIC SERVICE COMMISSION 


Village of Wales 


Chicago & North Western Railway 
Company 


2-R-2122 
August 15, 1950 


"Panes against dangerous condition caused by high brush 
at grade crossing; owner ordered to cut brush. 


Crossings, § 72 — Obstruction to view — Railroad’s obligation. 
1. Railroads may cut brush on property other than their own in order to 
prevent the obstruction of the view of approaching trains to vehicle and 
pedestrian traffic approaching a crossing but may not be ordered to do so, 


p. 75. 


Crossings, § 24 — Commission authority — Obstructions. 
2. The Commission has authority to order persons or corporations occupying 
land adjacent to railroad crossings to trim brush and trees so as to prevent 
growth from obstructing the view of the crossing, p. 75. 


By the Commission: The village 
of Wales, Waukesha county, on Janu- 
ary 12, 1950, filed a complaint with 
the Commission under § 195.28, 
Statutes, that a grade crossing in the 
village 600 feet west of the depot of 
tracks of the Chicago and North West- 
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ern Railway Company is dangerous 
and requires protection. 

Hearing: February 23, 1950, at 
Waukesha before examiner Calmer 
Browy. 

APPEARANCES: Village of Wales by 
Evan G. Davies, President, Miss 





WALES v. CHICAGO & NORTH WESTERN R. CO. 


Lillian Edwards, Clerk, and Mrs. Mil- 
ton Oelstrom and Willard Allen, both 
of Wales. 

Respondent: Chicago and North 
Western Railway Company, by James 
R. Walker, Attorney, Milwaukee. 

Of the Commission Staff: H. F. 
Muehrcke, engineering department. 

By notice of May 12th the Commis- 
sion reopened the record for further 
hearing particularly with respect to the 
clearing of brush on the private prop- 
erty adjacent to the railroad right of 
way at the crossing pursuant to the 
provisions of § 195.29(6), Statutes. 

Further hearing: June 7, 1950, at 
Milwaukee before examiner Calmer 
Browy. 

APPEARANCES: Village of Wales, by 
Mrs. Milton Oelstrom, Wales, Miss 
Lillian Edwards, Village Clerk, Wales, 
and Roy Yoss, Wales. 

Respondent: Chicago and North 
Western Railway Company, by James 
R. Walker, Attorney, Milwaukee. 

Of the Commission Staff: H. F. 
Muehrcke, engineering department. 

[1, 2] Bushes on property in the 
southwest quadrant owned by William 
Hughes, Wales, obstruct the view of 
approaching trains for traffic coming 
toward the crossing from the south. 
Through an authorized agent Mr. 
Hughes indicated his willingness to 
have the railroad trim such bushes 
down to a height of about 3 feet. 

Railroads have cut brush on prop- 
erty other than their own but may not 


be ordered to do so. Mr. Hughes was 
given notice of the hearing following 
reopening of the record. Under 
§ 195.29(6), Statutes, “Every per- 
son or corporation owning or occupy- 
ing any land adjacent to any railroad 
highway grade crossing shall keep all 
brush cut and adequately trim all trees 
on said land within the triangles 
bounded on two sides by the railway 
and highway, and on the third side 
by a line connecting points on the 
center lines of the railway and the high- 
way, 330 feet from the intersection of 
said center lines.” The same statute 
gives the Commission power to order 
such work done. 
The Commission finds : 


1. That the trimming of bushes and 
brush on the premises of William 
Hughes, Wales, in the southwest 
quadrant of the railroad grade cross- 
ing at Wales as above described to a 
height of not more than 3 feet above 
ground is necessary to provide an ade- 
quate view of approaching trains from 
the highway south of such crossing. 

2. That with the trimming of such 
brush the said crossing will not be 
dangerous to human life to an extent 
that additional crossing protection 
would be required. 

The Commission 
cludes : 

That an appropriate order should 
be issued in accordance with the fore- 
going findings of fact. 


therefore con- 





85 PUR NS 





MARYLAND COURT OF APPEALS 


Baltimore Transit Company et al. 


John H. Hessey et al. 


No. 51 
— Md —, 75 A2d 76 
July 27, 1950 


PPEAL from Circuit Court order affirming Commission order 
denying transit rate increase; reversed. 


Rates, § 32 — Commission jurisdiction. 


1. The Commission possesses a wide discretion to approve or disapprove a 
particular rate schedule and its decisions are prima facie correct, p. 78. 


Appeal and review, § 53 — Commission rate order. 
2. A Commission order denying a rate increase will be set aside if the Com- 
mission exceeds its jurisdiction or arbitrarily disregards the rights of the 
parties, p. 78. 


Return, § 58 — Confiscation — Future possibilities. 
3. A Commission order denying a transit company an increase in fares 
and in effect continuing the company’s confiscatory rates without offering 
any present relief is improper, notwithstanding the fact that the Commis- 
sion invites alternate proposals looking towards an increase in fares, since 
present confiscation is not atoned for by merely holding out the hope for 
additional revenues in the future, p. 78. 


Return, § 55 — Confiscation — Effect of accumulated reserves. 
4. A Commission order denying a transit rate increase and thereby, in ef- 
fect, continuing confiscatory rates cannot be justified by a direction to the 
company to meet present operating deficits out of reserves for deferred 
maintenance, depreciation, and contingencies, since the law does not require 
the company to give up for the benefit of future subscribers any part of its 
accumulations from past operations, p. 79. 


Return, § 58 — Confiscatory rates — Temporary relief. 


5. The Commission is obliged to adopt adequate substitute rates or to grant 
temporary relief pending its final determination when its investigation dis- 
closes that present transit rates are confiscatory, p. 79. 


Appeal and review, § 53 — Grounds for reversal — Confiscatory rate order. 


6. A Commission order denying a rate increase to a transit company was 
reversed where the record indicated that present rates were confiscatory 
and that proposed rates would not yield an unreasonable return and were 
not out of line with the rates charged in comparable cities, p. 82. 
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Return, § 53 — Confiscation — Denial of adequate rates — Moribund utility. 
Statement that if it is established that the end is in sight for a utility and 
that the company is moribund, then it might well be contended that since 
the company lacks value as a going concern, no rate base can be established, 
and the denial of a reasonable return on the investment is not a violation 


of due process, p. 81. 


APPEARANCES: Clarence W. Miles, 
Baltimore (Henry H. Waters and J. 
Stanislaus Cook, Baltimore, on the 
brief), for appellants ; Charles D. Har- 
ris, General Counsel, and Philip H. 
Dorsey, Jr., People’s Counsel, Public 
Service Commission; John J. Ghing- 
her, Jr., Assistant City Solicitor, Bal- 
timore (Thomas N. Biddison, City 
Solicitor, and Edwin Harlan, Deputy 
City Solicitor, Baltimore, on the brief), 
for mayor and city council of Balti- 
more. 

Before Marbury, CJ., and Dela- 
plaine, Collins, Grason, and Hender- 


son, JJ. 


HENDERSON, J.: On January 4, 
1950, The Baltimore Transit Com- 
pany and its wholly owned subsidiary, 
The Baltimore Coach Company, ap- 
plied to the Public Service Commis- 
sion of Maryland for authority to in- 
crease its fares from a basic 12}-cent 
fare to a basic 15-cent fare per passen- 
ger. Aftér an extended hearing the 
authority was denied on May 25, 1950, 
without prejudice to the submission of 
other proposals for changes in or mod- 
ifications of the fare structure. The 
companies declined to submit other 
proposals and appealed to the circuit 
court No. 2 of Baltimore city, where 
the case was heard upon the bill and 
demurrer of the Public Service Com- 
mission and the answer of the city of 
Baltimore, intervenor. From an or- 
der dismissing the bill filed June 13, 
1950, an appeal was taken to this court 


and advanced for prompt determina- 
tion. 

The complete transcript of testimony 
taken before the Commission, with ex- 
hibits produced by the parties, was 
filed with the bill of complaint. Judge 
Niles, in his written opinion, briefly 
disposed of any procedural difficulties 
in the following words: “My view 
is that the present order of May 25, 
1950, is not procedural or interlocu- 
tory, and that it is a final order upon a 
basic question. Even though the pres- 
ent order extends an invitation to the 
transit company to submit further pro- 
posals, and is without prejudice to the 
right to submit such proposals, never- 
theless if none are submitted, the or- 
der finally disposes of the case. The 
order is therefore appealable, and 
these proceedings are properly 
brought.” The appellees do not con- 
tend that the order was interlocutory, 
but argue nevertheless that the re- 
jection of the applicants’ proposal can- 
not be deemed confiscatory, since it 
left the door open for future proposals. 


The evidence is perfectly clear and 
undisputed that under existing rates 
the companies are operating at a loss. 
As stated by Judge Niles, “the essen- 
tial fact is that the transit company is 
now operating at a loss of approxi- 
mately $1,700,000 per year upon the 
present basic fare of 124 cents, and the 
transit company asserts that it is faced 
with bankruptcy unless the fare is 
raised to 15 cents. Expert testimony 
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for the transit company indicates that 
such an increase in fare would reduce 
the number of passengers carried, but 
would probably result in a net profit 
of $952,100 per year, or a return of 
3.1 per cent upon the fair value, or rate 
base, of the company of $30,554,000. 
Expert testimony for the people’s coun- 
sel indicates that while such an increase 
of fare would temporarily convert the 
present operating loss into a profit of 
$530,000, or 1.7 per cent, nevertheless 
such relief would be only temporary ; 
it would not constitute a permanent 
solution of the transit company’s finan- 
cial problem ” In its brief the 
Public Service Commission makes the 
flat admission: “Certainly, the pres- 
ent fares would be confiscatory if the 
Commission either approved them as a 
permanent fare basis, or rejected any 
reasonable method of financial relief 
proposed by the company. There is 
no dispute on this point.” Nor can 
there be any dispute that the proposed 
increase in revenues would not yield 
an excessive return, or even a reason- 
able return, upon the value of the com- 
panies’ property. Manifestly, an oper- 
ating deficit cannot be converted into a 
profit except by an increase in operat- 
ing revenue, derived almost wholly 
from fares, or by a decrease in operat- 
ing expenses. 


[1,2] The Commission possesses a 
wide discretion to approve or disap- 
prove a particular rate schedule and 
its decisions are prima facie correct. 
But an order will be set aside if the 
Commission exceeds its jurisdiction 
or arbitrarily disregards the rights of 


the parties. Hessey v. Capital Transit 
Co. (1949) — Md —, 80 PUR NS 
513, 66 A2d 787, 789, 10 ALR2d 
1114, and cases cited. 
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In that case we held that the Com- 
mission’s refusal to permit the aban- 
donment of an unprofitable line was 
unreasonable and arbitrary under the 
circumstances. In the earlier case of 
Capital Transit Co. v. Bosley (1948) 
— Md —, 76 PUR NS 142, 147, 62 
A2d 267, 271, we held that an order 
rejecting an application for a general 
fare increase was unlawful, where the 
company was losing money on its op- 
erations in Maryland, because condi- 
tioned upon the allowance of a 3-cent 
fare for school children, less than cost. 
It was said: “We think it is impossi- 
ble to justify the 3-cent fare for school 
children and that the Commission’s or- 
der is arbitrary, unsupported by sub- 
stantial evidence, and unlawful. The 
Commission’s opinion demonstrates 
that the existing fares are unreason- 
able and the new fares are not more 
than reasonable. Yet its order pur- 
ports to find that existing fares are 
reasonable until fares for school chil- 
dren are decreased and plaintiff’s losses 
thus increased.” In both of these 
cases the fact that the company was 
operating at a loss was the controlling 
factor which made denial of the relief 
sought unreasonable. 


[3] The Commission argues, how- 
ever, that it acted within its powers in 
rejecting the proposal because it in- 
vited alternate proposals looking to- 
wards an increase in fares. But the 
result was to continue in effect the 
confiscatory rates, without any present 
relief. Augusta-Aiken R. & Electric 
Corp. v. South Carolina R. Commis- 
sion, PUR1923A 213, 281 Fed 977. 
“Present confiscation is not atoned for 
by merely holding out the hope of a 
better life to come.” West Ohio Gas 
Co. v. Ohio Pub. Utilities Commis- 
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sion (1935) 294 US 79, 83, 79 L ed 
773, 6 PUR NS 459, 462, 55 S Ct 324, 
“The continued enforcement of 
that rate would operate to take appel- 
lee’s property without just compensa- 
tion, and to compel it to suffer daily 
confiscation. Notwithstanding the mat- 
ter was pending on rehearing, the ap- 
pellee had the right to sue in the Feder- 
al court to enjoin the enforcement of 
the rate. It was not bound to await 
fnal action by the Commission, and, if 
the rate was in fact confiscatory, to 
serve in the meantime without just 
compensation.” Banton v. Belt Line R. 
Corp. 268 US 413, 69 L ed 1020, PUR 
1926A 317, 320, 45 S Ct 534, 535. 
“It is as clear a violation of the Con- 
stitution, and one as promptly remedi- 
able in the national courts, to take the 
property of a railroad company with- 
out just compensation by the enforced 
operation of tentative rates during the 
process of their making as by the oper- 
ation of final rates after that process is 
complete.” Love v. Atchison, T. & 
S. F. R. Co (1911) 107 CCA 403, 
185 Fed 321, 327. 

The case of Pittsburgh v. Public 
Utility Commission (1949) 165 Pa 
Super Ct 519, 82 PUR NS 572, 69 
A2d 844, relied on by the appellees, 
is not to the contrary. There the pro- 
posed rate had been put into effect by 
the Commission, and the remand of 
the case for further consideration of a 
proper rate schedule left the schedule 
as proposed and approved in effect. 
The remand was apparently based 
solely on the ground that the evidence 
did not show affirmatively that the 
rates were nondiscriminatory, pre- 
sumably a requirement of the Pennsyl- 
vania Statute. But the court seems to 
have recognized that rates need not 


296 
JJ. 


be proportionate to the distance trav- 
eled. We have held that a classifica- 
tion of rates is permitted but not re- 
quired. Lewis v. Cumberland (1947) 
189 Md 58, 68, 70 PUR NS 365, 54 
A2d 319. 


[4] The Commission seems to have 
recognized the difficulty, for it said: 
“The company will no doubt feel that 
it should not be denied any relief pend- 
ing the studies along the lines sug- 
gested. Although the company 
will sustain some loss in the period in 
which the necessary studies are made 
to determine a proper and nondiscrim- 
inatory fare, it should not forget that 
it did earn, in war years, at an ab- 
normally high rate. The com- 
pany has at hand reserves, created out 
of high profits, for the avowed purpose 
of financial relief during such a time 
and economic situation as that in which 
the company now finds itself.” The 
mandate that the company meet operat- 
ing deficit out of its reserves for de- 
ferred maintenance, depreciation and 
contingencies is patently inappropriate. 
“The law does not require the com- 
pany to give up for the benefit of future 
subscribers any part of its accumula- 
tions from past operations. Profits of 
the past cannot be used to sustain 
confiscatory rates for the future.” 
Public Utility Comrs. v. New York 
Teleph. Co. 271 US 23, 32, 70 L ed 
808, PUR1926C 740, 745, 46 S Ct 
363, 366. 

[5] But if we assume, without de- 
ciding, that immediate relief might 
be deferred under some circumstances, 
we find no justification for such ac- 
tion in the instant case. Having found 
the present rates to be confiscatory, if 
the proposed increases were unaccept- 
able, it was incumbent upon the Com- 

85 PUR NS 





MARYLAND COURT OF APPEALS 


mission to adopt an adequate substi- 
tute, or to grant temporary relief pend- 
ing its final determination. Cf Day- 
ton Power & Light Co. v. Ohio Pub. 
Utilities Commission (1934) 292 US 
290, 294, 78 L ed 1267, 3 PUR NS 
279, 54 S Ct 647. Moreover, there 
is no assurance that a zone system 
would be acceptable, or would not 
equally stimulate customer resistance. 


Mr. Roberts, the expert produced 
by the people’s counsel, was asked 
whether he had any specific proposal 
for a plan of transit fares as an alter- 
native to the flat 15-cent fare pro- 
posed. He replied: “No, I have not 
worked out any specific proposal. For 
one reason, the working out of such 
a plan and estimating the revenues to 
be derived from such a plan requires 
detailed study of the movement of pas- 
sengers over all the company’s routes. 
This information is necessary in or- 
der to establish the fare zone limits, 
the rates per zone, and the probable 
operating revenue. This work had to 
be done with the extreme care in order 
to avoid the establishment of fares that 
would produce far less revenue or far 
more revenue than was proper and in 
order to avoid a violent public re- 
action to a system of fares that would 
be basically different from the system 
‘now in effect. A second reason that 
I have not worked out any specific pro- 
posal is that the purpose of my employ- 
ment is primarily to assist people’s 
counsel in his consideration of the ap- 
plication of the company for a 15-cent 
fare. The third reason is that there 
has not been sufficient time since my 
employment to work out a definite al- 
ternative plan.” It may be noted that 
a flat rate system, with certain zone 
fares in outlying districts, has been in 
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effect in Baltimore for more than forty 
years, and that this system is the one 
in use in most of the metropolitan 
areas of the country. Even if we ac- 
cept Mr. Roberts’ thesis that a flat 
increase would tend “to discourage the 
profitable short-haul passengers and to 
retain the unprofitable long-haul pas- 
sengers,” he was not prepared to pre- 
sent a workable alternative to the com- 
pany’s proposal. 

The main contention of the appel- 
lees seems to be that a 15-cent fare 
would not solve the company’s finan- 
cial problem, but on the contrary would 
result in adverse and even ruinous ef- 
fects upon the company’s revenues, 
patronage, and service. Mr. Roberts 
testified that “the company’s passenger 
traffic is going steadily downward due 
to causes entirely apart from the fare 
increase, these causes being character- 
ized as an economic downward trend. 
It is obvious that if the prevailing 
economic trend continues throughout 
1950, the company’s traffic will be 9.5 
per cent less at the end of December, 
1950, than it was at the beginning of 
1950, and that the company will be in 
need of further relief in 1951 merely 
to offset the loss of revenue from pas- 
sengers who withdrew their patronage 
purely because of the continuance of the 
so-called downward economic trend.” 
Economic trends can never be accurate- 
ly predicted, certainly not in a period of 
wars and rumors of wars. But if it be 
true that the decline in passenger traffic 
will continue as indicated, regardless of 
the fares charged, it does not follow 
that the company must continue in the 
meantime to operate at a loss. A 
blood transfusion can hardly be re- 
fused solely because in the end the 
patient may die of an incurable disease. 
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Mr. Roberts admitted that despite the 
probable loss of passengers from both 
customer resistance and economic 
trend, the proposed plan would pro- 
duce an operating profit for a year at 
least. 

If it were established éhat the end 
was in sight and the company mori- 
bund, then it might well be contended 
that since the company had no value 
as a going concern, no rate base could 
be established, and the denial of a rea- 
sonable return on the investment 
would not be a violation of due process. 
That seems to have been the situation 
in Market Street R. Co. v. California 
R. Commission (1945) 324 US 548, 
89 L ed 1171, 58 PUR NS 18, 31, 65 
S Ct 770, 780, relied on by the appel- 
lees, where the court said: “Apart 


from a little brief wartime prosperity, 
it seems doubtful whether any rate 
would yield appellant’s operating ex- 


penses. Under these circumstances 
we do not find that anything has been 
taken from the appellant by the im- 
pact of public regulation. If the expec- 
tations of the Commission as to traffic 
increase were well founded, it would 
earn under this rate on the salvage 
value of its property, which is the only 
value it is shown to have. If expecta- 
tions of increased traffic were unfound- 
ed, it could probably not earn a return 
from any rate that could be devised. 
We are unable to find that the order in 
this case is in violation of constitutional 
prohibitions, however unfortunate the 
plight of the appellant.” 

In Capital Transit Co. v. Bosley, 
supra, 76 PUR NS at p. 149, 62 A2d 
at p. 272, we refused to apply the 
“moribund” principle to a utility mere- 
ly because its proposed increase in fares 
would still be insufficient to yield 


[6] 


any return on the value of the prop- 
erty. 

In the instant case the company has 
not reached the point where there is 
no public need for its services. In- 
deed, it is carrying more passengers to- 
day than in any year prior to 1942, al- 
though there has been a decline in each 
year since the peak in 1943. The ap- 
pellees argue that an increase in fare 
will accelerate this trend and offset the 
effect of the increase. They base their 
contention on the sharp drop in 1949, 
following the increase from a 10-cent 
to a 124-cent base fare in January of 
that year. An analysis of the figures 
shows, however, that although the 
company had an operating loss in 1948 
of about $1,310,500, in 1949 their 
operating income was $621,700, de- 
spite the loss of passengers. The pres- 
ent operating loss in 1950 is due al- 
most wholly to wage increases. More- 
over, all of the witnesses agree that the 
proposed fare increase will turn the 
present operating loss into a profit, 
though they vary in their estimates as 
to the amount, the more optimistic es- 
timates being those presented by the 
company. We may assume that the 
company is not obsessed with suicidal 
tendencies, but on the contrary is try- 
ing desperately to survive. To this end 
it has admittedly effected large econ- 
omies in operation, though possibly at 
the cost of service rendered. In Warren 
v. Fitzgerald (1948) 189 Md 476, 73 
PUR NS 451, 56 A2d 827, we dis- 
cussed the history of the company, and 
particularly its plan to abandon 46 
per cent of its trackage and substitute 
bus transportation to meet the threat 
of automobile competition. Mr. Rob- 
erts admitted that almost every sug- 
gestion he made in 1948, for improve- 
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ments and economies in operation, had 
been adopted. Within the limits 
of reasonable regulation, it is funda- 
mental that the solution of business 
problems rests squarely upon the 
shoulders of private management, not 
with the public authorities. 

[6] Upon a careful review of the 
record, we think the order of the Com- 
mission cannot be sustained. The 
proposed schedule of rates is not 
shown to be out of line with those 
charged in other comparable cities, of 
which Washington, D. C., is one. It 
is not shown that the proposed fare 
will yield an unreasonable return or 
that it will be ineffective to produce 
an operating profit at least for the cur- 
rent year. The present rate is ad- 
mittedly confiscatory and hence un- 
lawful. To defer relief pending a pro- 
tracted further study is arbitrary and 


unreasonable. In reversing the Com- 
mission’s order, however, we express 
no opinion as to the extent to which 
the approval of the proposed schedule 
may be conditioned upon further study 
of a zone system, or any other work- 
able alternative, including improve- 
ment in service and the cultivation of 
good will which the Commission 
stressed in its opinion. Nor do we 
mean to belittle the opinions of the ex- 
perts, based upon experience in other 
sections of the country, that a mere in- 
crease in fares may not be the final 
answer. The record shows conclu- 
sively that the maintenance of an ef- 
ficient transportation system is a pub- 
lic necessity. If it is to survive in 
private hands, all of the interested par- 
ties must codperate to solve the finan- 
cial problems involved. 
Order reversed, with costs. 





OREGON PUBLIC UTILITIES COMMISSIONER 


Re Portland Traction Company 


U-F-815, P.U.C. Or. Order No. 24855 
May 11, 1950 


A’ 


PLICATION by traction company for adjustment of depre- 
ciation on trolley coaches and motor coaches; adjust- 


ment ordered. 


Depreciation, § 72 — Trolley coaches. 


1. The useful life of trolley coaches for the purpose of computing depre- 
ciation was extended from fifteen to seventeen and one-half years, with a 
resulting depreciation rate reduction from 6.66 per cent to 5.71 per cent, 


p. 83. 
Depreciation, § 63 — Motor coaches. 


2. The useful life of motor coaches for the purpose of determining depre- 
ciation was extended from eight to ten years, with a resulting depreciation 
rate reduction from 12.5 per cent to 10 per cent, p. 83. 
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RE PORTLAND 


FLAGG, Commissioner: On the 31st 
day of January, 1938, the Commis- 
sioner entered P.U.C. Oregon Order 
No. 5275 herein fixing and determin- 
ing the rate of depreciation of the 
Portland Traction Company and per- 
mitting and allowing Portland Trac- 
tion Company to adjust its book ac- 
counts in order to reflect its Depreci- 
ation Reserve Accounts in an amount 
representing the true depreciation ex- 
isting in the property of Portland 
Traction Company as of December 31, 
1937, and expressly reserved jurisdic- 
tion for the purpose of supervising the 
rates of depreciation for the Portland 
Traction Company in the future, and 
in order to make whatever revisions 
thereof as might be found necessary. 

By P.U.C. Oregon Order No. 7756 
entered on the 8th day of July, 1940, 
and by P.U.C. Oregon Order No. 
10458 entered on the 25th day of 
March, 1942, the Commissioner, at 
the request of Portland Traction Com- 
pany, modified said Order No. 5275 
with respect to the service life and rate 
of depreciation pertaining to certain 
units of property of the trolley coach 
and motor coach divisions. 

[1,2] On the 5th day of May, 
1950, the Portland Traction Company 
submitted to the Commissioner an ap- 
plication requesting that the service 
life and rate of depreciation established 
by P.U.C. Oregon Orders Nos. 7756 
and 10458, being the second and third 
supplemental orders modifying and 
revising P.U.C. Oregon Order No. 
5275, be modified to provide for an 
increase in the service life of trolley 
coaches from fifteen years to seven- 
teen and one-half years, and the rate 
of depreciation be decreased from 6.66 
per cent to 5.71 per cent, and that the 


TRACTION CO. 


life of motor coaches be extended from 
eight years to ten years, and that the 
rate of depreciation be reduced from 
12.5 per cent to 10.0 per cent. 

According to the application, expe- 
rience has shown that, with reasonable 
maintenance and the present ready 
availability of replacement parts, the 
useful life of trolley coaches and motor 
coaches can be extended to seventeen 
and one-half years and ten years, re- 
spectively, without impairment of 
service or inconvenience to the pub- 
lic. 

That applicant regularly files with 
the Commissioner annual and month- 
ly financial statements which reflect 
the amount taken for depreciation. 
That since the entry on the 8th day 
of July, 1940, of P.U.C. Oregon Order 
No. 7756 which established a rate of 
depreciation on trolley coaches of 6.66 
per cent per annum on the original cost 
thereof, premised upon an anticipated 
useful life of fifteen years for said 
equipment, and since the entry on 
March 25, 1942, of P.U.C. Oregon 
Order No. 10458 which established a 
rate of 12.5 per cent per annum on the 
original cost of motor coaches premised 
on an anticipated useful life of eight 
years for said equipment, applicant has 
observed these rates in computing de- 
preciation on its trolley and motor 
coaches. 

The Commissioner having consid- 
ered the applicant’s request, and based 
upon investigations made by his De- 
partment of Finance and Accounts and 
the records and files herein, finds and 
concludes that the changes suggested 
by the company are amply justified. 

Now, therefore, based upon the 
foregoing, it is 
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I 


Ordered that, effective January 1, 
1950, the service life in years and the 
rate of depreciation of the following 
units of property, as set forth in 


Trolley Coach Division 
Trolley Coaches 


Motor Coach Division 
Motor Coaches 


It is further ordered that nothing 
herein contained shall be construed so 


P.U.C. Oregon Orders Nos. 7756 and 
10458 as a basis for annual depreci- 
ation accrual, be and the same hereby 
are modified as follows: 


Service Life Ex- 
tended From: 


15 to 174 years 


Rate of Depreciation 
Reduced From: 


6.66% to 5.71% 


8 to 10 years 12.5% to 10% 


as to modify in any manner whatso- 
ever the provisions of said Orders 
Nos. 5275, 7756, and 10458, except as 
specifically herein provided. 





MASSACHUSETTS DEPARTMENT OF PUBLIC UTILITIES 


Re G. R. Fisher Company, Incorporated, 
Doing Business As Pocumtuck Stages 


D.P.U. 8823, 8826 
July 21, 1950 


| fpewrneregiren by Commission to determine whether motor 
vehicle certificate should be revoked; proceeding dismissed 
without prejudice. 


Certificates of convenience and necessity, § 11 — Power of Commission — Illegal 
transfer of motor carrier certificates. 
1. The Commission has no power to ratify a sale of a motor carrier certifi- 
cate or a sale of the stock of the certificate-holding corporation where by 
statute prior Commission approval is required, p. 85. 


Certificates of convenience and necessity, § 155 — Revocation — Illegal transfer — 
Notification of rescinding of sale. 
2. The Commission will terminate a proceeding to revoke a motor carrier’s | 
certificate, which has been illegally transferred through the sale of the stock 
of the certificate-holding corporation, when it is notified that the stock sale 
has been rescinded and that the parties have returned to status quo so that 
an application for prior approval of the stock sale can be obtained, p. 85. 


> 


APPEARANCES: Abner S. McLaud W. Chapin, et al.; Willard O. Siebert 
and Raymond M. Trudel, for George and Francis M. McKeown, for G. R. 
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RE G. R. FISHER CO., INC. 


Fisher Co., Inc.; John S. Begley, for 
Northampton Street Railway. 


By the DEPARTMENT: G. R. Fisher 
Co., Inc., is a corporation doing busi- 
ness under the name of Pocumtuck 
Stages as a common carrier subject 
to the provisions of Chap 159A of the 
General Laws and operating a regu- 
lar common carrier route between 
Springfield and Greenfield. On Sep- 
tember 3, 1949, George W. Chapin 
of Montague and others purchased all 
of the capital stock of this corporation 
from the then owners. This purchase 
took place after the effective date of 
Chap 449 of the acts of 1949 which 
requires the sale of more than 50 per 
cent of the stock in any corporation 
doing business as a common carrier to 
be approved by the Department. 
Neither the purchaser nor the seller 
was aware of this statute and no ap- 
plication for approval of the transac- 
tion was filed. 

[1] Upon learning of the foregoing 
facts, the Department instituted an 
investigation on its own motion and 
ordered the carrier to show cause why 
its certificate should not be revoked 
for failure to comply with this statute. 
The carrier then filed an application 
for approval of the transaction. The 
two proceedings were joined in a hear- 
ing which was held on December 6, 
1949. Subsequently, and before any 
findings were made by the Depart- 
ment, the parties asked that the mat- 
ter be reopened for introduction of 
additional evidence and a further hear- 
ing was held on May 18, 1950. At 
this subsequent hearing, counsel for 
the applicants stated that, in their 
opinion, the transaction could not, as 
a matter of law, be ratified by the De- 
partment and that the parties intended 
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to rescind the transaction, place them- 
selves in status quo and refile their 
application for approval of the pro- 
posed transfer. We agree it is beyond 
our power to ratify this sale and that 
a transaction which must receive the 
prior approval of the Department is 
illegal and at least voidable unless 
prior approval is obtained. We have 
no power to approve such an action 
after it has taken place. See Re Mc- 
Feely (Cal) PURI1919D 920; Re 
Olive Investment Co. (Cal) PUR 
1924E 554; Re Otter Tail Power Co. 
(ND) PUR1927C 29; Re Oklahoma 
Gas & E. Co. (FPC 1939) 29 PUR 
NS 257; Re United Traction Co. 
(NY) PUR1930C 6. See also Zabar- 
sky v. Fleming (1943) 113 Vt 200, 
32 A2d 663. 

[2] The Department has been ad- 
vised by letters sent by counsel for the 
carrier and for the purchaser, respec- 
tively, that the transaction which was 
before us has been rescinded and the 
parties placed in status quo. A new 
petition has also been filed requesting 
approval of the Department of a pro- 
posed purchase of the securities of the 
carrier. A motion has also been filed 
by the petitioners for dismissal of the 
previous request for approval of the 
purchase in D.P.U. 8826. Under 
these conditions, we will grant the mo- 
tion to dismiss the proceedings in 
D.P.U. 8826 for lack of jurisdiction 
and without prejudice. Since the ac- 
tions forming the basis of our investi- 
gation in D.P.U 8823 have been re- 
scinded and canceled, there is no rea- 
son for further action in that matter 
also. 


Accordingly, for the reasons above 
stated, it is hereby 


Ordered: That the motion to dis- 
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miss in D.P.U. 8826 be granted and 
said proceedings dismissed without 
prejudice to renewal upon proper 
showing ; and it is 


Further ordered: That the proceed- 
ings in D.P.U. 8823 be terminated 
and closed. 





INDIANA PUBLIC SERVICE COMMISSION 


Re Indianapolis Railways, Incorporated 


No. 382-A 
June 29, 1950 


P ETITION to vacate and set aside order approving special transit 
fares for special service by motor busses ; denied. 


Rates, § 89 — Commission jurisdiction — Bus rates of integrated transit system. 
An application by a company operating an integrated transportation utility 
service by streetcars, trolley busses, and motor busses for approval of special 
transit fares for special service by motor busses only, is controlled solely 
by the provisions of the Motor Vehicle Act, since integrated operations by 
a company whose streetcar and trolley bus operations are subject to the 
Public Service Commission Act and whose motor carrier operations are sub- 
ject to the Motor Vehicle Act does not permit the regulation under either 
act of that portion of the service subject to the other act. 


By the Commission: The petition 
of Walter F. Jones, Jr., public coun- 
sellor, and the intervening petition of 
Indianapolis Coliseum Corporation, 
having been presented for considera- 
tion, and the Commission having con- 
sidered said petitions, together with 
the respective memoranda of authori- 
ties submitted in support thereof, and 
the response of respondent Indianap- 
olis Railways, Incorporated, together 
with a memorandum of authorities 
and reply memorandum in support 
thereof, and being duly advised in the 
premises, the Commission finds: 

1. The Commission’s jurisdiction 
with respect to transportation utilities 
exists only by virtue of statute and its 
power to regulate rates and service 
can only be exercised in accordance 
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with the statute conferring such power. 
The Public Service Commission Act 
confers on the Commission jurisdic- 
tion only over carriers transporting 
passengers by streetcars or vehicles 
operated by means of electric power 
from overhead trolley wires. The 
Motor Vehicle Act alone confers 
on the Commission jurisdiction to 
regulate common carriers transport- 
ing passengers by motor vehicles, 
whether or not such common car- 
riers operate within the limits of a 
city and surrounding suburban terri- 
tory or between cities. Neither of 
such acts contains any provision add- 
ing to the regulatory authority of the 
Commission thereunder where the 
service is part of an integrated oper- 
ation including vehicles subject to 
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RE INDIANAPOLIS RAILWAYS, INC. 


regulation under both acts. The Com- 
mission has no legislative power and 
cannot by its own act create authority 
which the legislature has withheld. 

2. While respondent operates an in- 
tegrated transportation utility service 
by streetcars, trolley busses, and mo- 
tor busses, this does not permit the 
regulation under either act of that por- 
tion of the service. subject to the other 
act. 

3. This proceeding involves the 
matter of special transit fares for spe- 
cial service by motor busses only, and 
is controlled solely by the provisions 
of the Motor Vehicle Act. The pro- 
visions of Tariff P. S. C. I. No. S-33- 
IR-No. 37, approved by the order of 
April 29, 1950, provide a special fare 
for a special and optional motor coach 
service, rendered under conditions en- 
tirely different from respondent’s reg- 
ular scheduled service, and the pro- 
ceedings herein which resulted in the 
order of April 29, 1950, fully com- 
plied with the provisions of the Mo- 
tor Vehicle Act, as amended, and with 
the requirements of the Commission’s 
rules and regulations. 


4. That the optional motor coach 
fares, authorized by the Commission 
in its order in this cause approved on 
April 29, 1950, are temporary emer- 
gency rates subject to review by the 
Commission not later than thirty days 
prior to January 1, 1951. 

5. That petitioner’s other rates, 
now in effect, authorized by the Com- 
mission in Cause No. 20973 in its 
order approved on July 9, 1949, 80 
PUR NS 338, are also temporary 
emergency rates and subject to the 
continuing jurisdiction and further or- 
der of the Commission. 

6. That all of said temporary emer- 
gency rates will be subjected to re- 
view, public hearings, and final action 
by the Commission, after interested 
parties have been given an opportunity 
to appear and be heard. 

It is therefore ordered by the Public 
Service Commission of Indiana, that 
the petition of Walter F. Jones, Jr., 
public counsellor, and the intervening 
petition of Indianapolis Coliseum Cor- 
poration to vacate, set aside, etc., the 
order entered herein on April 29, 
1950, be, and they are hereby, denied. 





FEDERAL POWER COMMISSION 


Re Northwestern Public Service 


Company 


Docket No. E-6297 
June 28, 1950 


PPLICATION by electric company, under § 204 of the Federal 
Power Act, for authority to issue securities; dismissed for 
lack of jurisdiction. 
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Electricity, § 2.1— Federal Power Act — Public utility status. 
A company which has terminated interstate connections and does not own 
or operate facilities for the transmission or sale at wholesale of electric 
energy in interstate commerce is not a public utility within the meaning of 


the Federal Power Act. 


By the Commission: Northwestern 
Public Service Company (applicant), 
a corporation having its principal busi- 
ness office at Huron, South Dakota, 
filed its application on May 23, 1950, 
and amendments thereto on June 12 
and June 27, 1950, for an order pur- 
suant to § 204 of the Federal Power 
Act authorizing the issuance of 7,000 
shares of cumulative preferred stock of 
a par value of $100 per share and not 
to exceed 49,200 shares of common 
stock of a par value of $3 per share. 

Applicant heretofore maintained 
facilities at Ipswich, Gettysburg, and 
Barnard, South Dakota, interconnect- 


ing with Montana-Dakota Utilities Co. 
for the transmission and sale at whole- 
sale of electric energy in interstate com- 


merce. Applicant’s transactions with 
Montana-Dakota Utilities Co. have 
been terminated and each of the above 
interconnections discontinued. Appli- 
cant states in its amendment dated 
June 27, 1950, that the interconnecting 
facilities at Gettysburg and Barnard 
were dismantled prior to December, 
1949, while the facilities at Ipswich 
have been kept in place only for the 
purpose of preserving the right of way 


for the use of prospective customers 
of applicant. 

As of December 29, 1949, applicant 
sold its distribution facilities in Nio- 
brara and Santee, Nebraska, and dis- 
mantled the transmission line thereto- 
fore used to transmit electric energy 
from South Dakota to Nebraska. 

Applicant does not now transmit or 
sell at wholesale electric energy con- 
sumed outside the state in which it is 
generated. 

The Commission finds: 

(1) Applicant does not own or op- 
erate facilities for the transmission or 
sale at wholesale of electric energy in 
interstate commerce, and is not there- 
fore now a public utility within the 
meaning of that term as used in the 
Federal Power Act. 

(2) The application filed on May 
23, 1950, as amended, for an authori- 
zation to issue securities should be dis- 
missed for lack of jurisdiction. 

The Commission orders: The appli- 
cation filed on May 23, 1950, as 
amended June 12 and June 27, 1950, 
and described above, be and the same 
hereby is dismissed for lack of juris- 
diction. 
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Re Alpena Power Company 


D-2999-50.1 
August 3, 1950 


PPLICATION by electric company for authority to increase 
L \ rates; authority granted. 


Payment, § 53 — Penalty on delinquent bills. 
1. A penalty of 10 per cent of net electric bills was considered reasonable 
for application to delinquent bills, p. 91. 


Depreciation, § 39 — Limit on reserves — Electric company. 
2. An electric company’s retirement reserve established by setting an arbi- 
trary limit of 17 per cent on all reserves and accruing only to reach that 
limit was considered inadequate and improper, p. 91. 


Depreciation, § 31 — Annual allowance — Relation to service life. 
3. The depreciation reserve should be accrued currently by charges to the 
customers, and it should bear a relation to the service life of the property 
so that over that life the investment made by the security holders of the 
company can be fully recovered from those benefiting by the use of that 


property, p. 91. 
Return, § 87 — Electric company. 


4. A return of 8.17 per cent was not considered unreasonably high for an 


electric company, p. 92. 


By the CoMMISSION : 


Electric Rate Order 


On December 23, 1949, the Alpena 
Power Company filed with this Com- 
mission its petition requesting author- 
ity to increase rates for the sale of elec- 
tric energy throughout its entire terri- 
tory. 

The Commission fixed January 16, 
1950, as the time for hearing the com- 
pany’s evidence in support of its appli- 
cation of December 23, 1949, and gave 
due notice thereof to all interested mu- 
nicipalities pursuant to and in con- 
formity with Rule 24 of this Commis- 
sion’s Rules of Practice. 

Public hearing on this matter was 


held before the Commission on Janu- 
ary 16, 1950, at the offices of the Com- 
mission in the city of Lansing, Michi- 
gan. 

The Alpena Power Company avers 
that it incurred a deficit in its legal 
earnings of between $30,000 and $40,- 
000 during the year 1949, and to re- 
duce this expected deficit it requested 
authority to revise its residential serv- 
ice rate, its standard power contract 
rate, its public building lighting rate, 
and its standard rules and regulations ; 
and requested authority to cancel its 
commercial fuel rate. 

At the hearing on January 16, 1950, 
the company entered testimony and ex- 
hibits alleging that its net operating 
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income had decreased from $232,702.- 
63 in 1948 to $186,205.43 in 1949 and 
that its income requirements totaled 
$200,000 per year. Witness for the 
company testified that the drop in net 
income was due primarily (1) to the 
decrease in revenue of approximately 
$70,000 resulting from the loss of a 
large power customer, (2) the slightly 
lower than normal water supply for 
hydo-electric generation, and (3) the 
increased cost of labor. Further, that 
the company’s earnings requirement 
has increased due to the acquisition 
of a steam generating plant for about 
$60,000 and other plant additions. 

Appearance was entered at the hear- 
ing by Mr. Philip L. Glennie for the 
city of Alpena. Mr. Glennie partici- 
pated in the proceeding before the 
Commission. During the course of 
the hearing, Mr. Glennie was given 
full opportunity by this Commission to 
cross-examine the company’s witness 
and to offer testimony and evidence in 
behalf of the city of Alpena. 

At the conclusion of the presenta- 
tion of proofs by the company, the 
Commission adjourned the hearing to 
enable the staff to examine and analyze 
the testimony offered and the exhibits 
tendered by the company, and the rec- 
ords and files of the Commission per- 
taining to the Alpena Power Company. 

The Commission’s staff completed 
its investigation of applicant’s need for 
increased rates and further hearing 
was held on July 31, 1950, at which 
hearing the staff presented twenty-two 
exhibits including its report to the 
Commission. Due to the inadequacy 
of the testimony offered by the appli- 
cant, the Commission hereby adopts, 
for the purpose of this order, the tes- 
timony and exhibits of its staff. Such 
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report and exhibits thoroughly cover 
the operating results of the applicant 
for the test year 1949 and reveal the 
following results: 


SUMMARY OF EARNINGS 

1949 
Adjusted 
$615,767 
218,008 
71,435 
129,795 
419,239 


Operating Revenue 
Operating Expenses ............... 
Depreciation 


Total Revenue Deductions ......... 
Net Operating Revenues 
Rate Base 


In the staff’s report and testimony 
as adopted by the Commission, certain 
adjustments were made with respect 
to revenues and operating expenses. 
The staff’s analysis of the company’s 
proposed rates revealed that revenue 
changes percentagewise would vary 
from increases of 194 per cent to de- 
creases of 63 per cent. Such large 
variation resulted from the type of rate 
structure presently used by the appli- 
cant. To change to a modern type of 
rate structure will result in a relatively 
large variation in charges for service. 
The staff proposes to make the tran- 
sition to standard type of rate structure 
in two steps when rate changes are 
necessary thus lessening the impact of 
such transition. The staff’s modifica- 
tions of the company’s proposed rates 
result in a reduction of the maximum 
percentage increase from 194 per cent 
to 49 per cent and the maximum per- 
centage decrease from 63 per cent to 
32 per cent. The company has agreed 
to such modifications. 

The staff’s estimated increase of 
$25,929 is $11,896 less than the in- 
crease originally determined by the 
company as its additional revenue re- 
quirement. Some of this difference 
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1949 
Adjusted 


$615,767 
218,008 
71,435 
129,795 
419,239 
196,528 
2,404,305 
8.17% 
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RE ALPENA 


will accrue to the company if it follows 


the staff’s recommendation with re- 


spect to establishments now being fur- 


nished service through two meters. 


There are forty-two establishments 
that have electric motors ranging in 
size from 4 horsepower to 10 horse- 
power that are billed under the stand- 
ard power rate. These same establish- 
ments are billed for their lighting use 
under the commercial lighting rate. 
This adds to the cost of furnishing 
service, but does not add to the reve- 
nue from such establishments. To ac- 
complish this practice it will be neces- 
sary to take the connected load of each 
of the forty-two establishments or to 
measure the demand of each such es- 
tablishment. The latter procedure is 
recommended. The additional reve- 
nue from this source may amount to 
as much as $2,900. 

[1] The staff testified that electric 
utilities apply penalty charges of from 
2 per cent to 10 per cent to delinquent 
bills. Applicant collects a penalty of one 
cent per kilowatt hour which results 
in penalty charges of from zero at no 
energy consumption to a maximum ap- 
proaching 50 per cent at very large 
consumptions. The Commission finds 
a penalty of 10 per cent of the net bill 
to be reasonable. This change will re- 
duce the amount collected for penalty 
charges by approximately $1,000. 

The staff found that the company’s 
proposed residential rate was lower 
than the present rate for monthly us- 
ages between 350 and 450 kilowatt 
hours. To eliminate this reduction, 
the staff proposes to extend the 3-cent 
block. This change will increase the 
tevenue by $6,000. Thus the total 
revenue that will result under the rates 
proposed by the staff, if its recommen- 


POWER CO. 





dations are followed, totals $33,829, or 
$3,996 less than the increase proposed 
by the applicant. 

The staff’s adjustments to operating 
expenses included the replacement of 
steam-generated power with purchased 
power. Applicant represents that it 
will hold its steam plant in cold reserve 
and purchase power from a local indus- 
trial plant at one cent per kilowatt 
hour. This arrangement was found 
advantageous for the cost of purchased 
power is independent of load factor 
while steam generation at the load fac- 
tor of the test year and in the imme- 
diate future appears to indicate that 
electric energy from steam generation 
would be nearly 40 per cent higher 
than purchased power. However, the 
staff found the steam plant necessary 
for applicant’s purchased contract 
specifies that power may be purchased 
if and when available. 

The staff made some adjustments in 
Administrative and General Expenses 
to recognize the wage increases which 
became effective in April of 1950 and 
for the increase in social security taxes 
which became effective on January 1, 
1950. These adjustments amounted 
to a total upward revision over the 
1949 actual amount by $8,857, or 
about 14 per cent. 

[2, 3] The staff also included in 
its estimate of expenses a major revi- 
sion in the Depreciation Expense. 
Since the company uses a retirement 
reserve method of handling its depre- 
ciation, the annual accrual for Depre- 
ciation Expense, as the company com- 
putes it, is dependent on the amount 
of plant additions and retirements and 
contains a substantial variation from 
year to year. As part of its normal- 
izing procedure, the staff made its es- 
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timates of depreciation expense on the 
basis of estimated service lives and es- 
timated salvage rates by classes of 
plant. This resulted in an upward ad- 
justment of depreciation for 1949 
from $55,529 to $71,435. The com- 
posite depreciation rate used was 2.72 
per cent based on average depreciable 
plant in service in 1949. 

The use of an annual accrual for de- 
preciation based on the service life of 
plant required that a reserve require- 
ment other than the book reserve be 
deducted in determining the net plant 
for inclusion in the rate base. The 
general approach of the staff was to 
estimate the reserve requirement on 
the basis of the depreciation rates used 
in determining the annual accrual in 
conjunction with the history of addi- 
tions and retirements and estimated 
average ages of plant. The amount of 
this reserve requirement as of the end 
of 1949 was found to be $518,056 as 
contrasted with a book reserve of 
$409,122 and the average reserve re- 
quirement for 1949 was $496,882. 


The Commission is of the opinion 
that the retirement reserve as used by 
this company, which consists of setting 
an arbitrary limit of 17 per cent on all 
reserves and accruing only to reach 
that limit, is inadequate and improper. 
Very short-lived accounts will have 


a tendency to a higher reserve 
ratio than very long-lived ones, 
and under any conditions the figure 
of 17 per cent is not demonstrated or 
shown to be a proper one. It is im- 
portant, for rate making, that the re- 
serve be accrued currently by charges 
to the customers and that it bear a re- 
lation to the service life of the prop- 
erty so that over that life the invest- 
ment made by the security holders of 
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the company can be fully recovered 
from those who benefit by the use of 
that property. 

The rate base was determined by 
subtracting the average reserve re- 
quirement from the average original 
cost book value of plant in service of 
$2,822,501.91 and adding a working 
capital allowance of $78,685.19 com- 
posed of working cash, materials and 
supplies, and coal inventory. The 
original cost rate base is found to be 
$2,404,305. 10. 

The cost of capital for the Alpena 
Power Company was determined by 
the staff on the basis of what a con- J 
servative capital structure would re- 
quire under recent market conditions. 
Since no market for the company’s se- 
curities exists and no quotations are 
available, it was necessary to do this 
by reference to what a typical small 
electric utility could obtain its capital 
for on the basis of current market con- 
ditions related to this company’s earn- 
ings position. The over-all cost of 
capital so obtained is between 7.75 
per cent and 8 per cent. 

[4] The staff’s investigation of the 
effect of applicant’s proposed rate in- 
creases as modified by the staff indi- 
cates that the proposed increased rates 
will not result in an unreasonably high 
rate of return. 

The Commission finds that the in- 
creased rates proposed by the appli- 
cant as modified by the staff are not 
unreasonable and will not produce an 
unreasonable rate of return. The rate 
base as adopted by the staff and as set 
forth hereinbefore is on an original 
cost basis and has been used in the de- 
termination of the rate of return. No 
other evidence of value was introduced 
by the company or the staff. 
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MISSOURI PUBLIC SERVICE COMMISSION 


Re Miuissour1 Service Company 


Case No. 11,513 
June 28, 1950 


A PPLICATION by electric and water utility company for in- 


creased rates; approved. 


Return, § 83 — Electric and water utility. 


1. The return of an electric and water utility of 6 per cent on its electric 
properties and less than one per cent on its water properties was not con- 
sidered excessive where the company served a widely scattered territory and 
had a total gross operating revenue of only $430,000, p. 94. 


Depreciation, § 38 — Allocation of reserves between departments — Electric and 


water utility. 


2. An allocation proposed by an electric and water utility of its book re- 
serve between electric and water departments, based upon an engineering 
study giving due regard to the differences between the life expectancy of 
the units of property for the electric and water properties, was considered 


sound and proper, p. 95. 


Rates, § 636 — Temporary water and electric rates — Change to permanent rate. 
3. Rates previously authorized for a water and electric utility on a tem- 
porary basis were authorized on a permanent basis where it did not appear 
that the return which the utility was earning was excessive, p. 95. 


By the Commission: This case is 
again before the Commission upon a 
petition filed February 8, 1950, by 
Missouri Service Company, herein- 
after sometimes referred to as the ap- 
plicant, for authority to put on a per- 
manent basis its present temporary, or 
interim, rates for electric and water 
service furnished to its customers. 

After due notice to all interested 
parties, a hearing on the petition was 
held before a member of the Commis- 
sion in Jefferson City, Missouri, on 
June 2, 1950, at which time all in- 
terested parties were given an op- 
portunity to be heard. The applicant 
appeared by counsel and presented evi- 
dence in support of the authority re- 


quested in the petition. Members of 
the Commission’s accounting staff 
were also present. No one appeared 
in opposition to the granting of the 
authority requested, and at the conclu- 
sion of the hearing the case was sub- 
mitted on the record. 

On May 5, 1949, a report and or- 
der was issued by the Commission in 
this case in which the Commission or- 
dered that Missouri Service Company 
file on a temporary, or interim, basis, 
to become effective June 1, 1949, re- 
vised schedules of rates for electric and 
water service furnished by said com- 
pany to its customers in Missouri. In 
order to enable the Commission to de- 
termine the productivity of the pro- 
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posed rates and for other purposes, it 
was further ordered that the Missouri 
Service Company file with this Com- 
mission, until otherwise ordered, a 
quarterly report as detailed in said 
report and order. 

Subsequent thereto, the Commis- 
sion’s staff accountants completed an 
examination of the books, records, 
files, and accounts of the applicant for 
the purpose of determining the original 
cost of its property, operating rev- 
enues, and expenses applicable to ren- 
dering electric and water service to 
its customers, and for the further pur- 
pose of ascertaining any additional 
data that might be helpful to the 
Commission in deciding the issues in- 
volved in this case, and made a report 
setting forth the results of said ex- 
amination and making certain recom- 
mendations in connection therewith. 
Said report was filed with the Com- 
mission on July 28, 1949, being desig- 
nated as “Case No. 11,513, Audit of 
Accounts, Missouri Service Company, 
P. S. C. Accountants’ Exhibit No. 1.” 

The evidence submitted by the ap- 
plicant on June 2, 1950, shows that 
it desires to comply with the recom- 
mendations made by the staff account- 
ants in their report to eliminate from 
its books items of organization ex- 
pense and intangibles that the staff 
considered to be in excess of original 
cost for applicant’s electric and water 
properties. In addition, although the 
staff made no recommendations re- 
garding the applicant’s ice properties, 
the applicant further desires to elim- 
inate the intangibles on its books for 
its ice properties. 


[1] The applicant gave further evi- 
dence for the year 1949 as regards its 
rate of return, contending that after 
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writing down its property accounts, 
and after giving effect to the rate in- 
creases on a pro forma basis for the 
full year, its rate of return was less 
than 6 per cent on its electric proper- 
ties, and less than one per cent on its 
water properties. In view of the 
widely scattered territory served, and 
total gross operating revenue of only 
$430,000, we do not consider such 
earning excessive at this time. 

The remaining matters for decision 
by this Commission appear to be re- 
lated to the depreciation reserve as 
shown on the books of the applicant, 
principally as to the allocation thereof 
between departments, and as to that 
portion thereof which the applicant 
contends was not collected from cus- 
tomers. 

The retirement reserve of the ap- 
plicant at December 31, 1943, 
amounted to $277,628.44, but was not 
segregated as to departments. As of 
said date, an allocation of the reserve 
between departments was made by 
applicant as a result of a reserve study 
made by a Mr. Hastings (formerly 
of Engineers Public Service Com- 
pany). The study made the basic 
assumption that the ice plant was fully 
depreciated at December 31, 1943, 
after giving consideration to a provi- 
sion of $3,200 recorded on the books 
in 1944 and due allowance for salvage, 
and determined the reserve applicable 
to the ice property to be as follows: 


Total Ice Property, per books at 
12/31/43 
Less estimated salvage if disposed 


$107,713.63 
8,500.00 


$99,213.63* 
3,200.00 


Less—1944 accrual 


Ice Department Depreciation Re- 


serve 12/31/43 $96,013.63 


* Amount remains unchanged at 12/31/49 
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On the basis of the foregoing, $96,- 
013.63 of the total reserve of $277,- 
628.44 was allocated on the books to 
the ice department, leaving a balance 
of $181,614.81 applicable to the elec- 
tric and water departments. 

Mr. Hastings’ study, based on the 
life expectancy of the depreciable 
units, indicated a required reserve of 


SERVICE CO. 


$170,640.28 and $21,298.76 for the 
electric and water departments, re- 
spectively. The balance remaining in 
the book reserve, after allocation of 
the ice department reserve, was then 
allocated between the electric and wa- 
ter departments on a percentage basis 
as follows: 


Required Reserve 
(per Study) 


Amount % 


$170,640.28 


Electric 


Deficiency 
$9,184.71 


Book Reserve 


88.90 $161,455.57 








Water : 
Tangibles 
Intangibles 


3,934.08 


16,225.16 
3,934.08 


1,139.52 
pes His 








Total Water 


21,298.76 


11.10 20,159.24 1,139.52 








Total 


The applicant proposes that a trans- 
fer be made from the ice reserve to 
the electric and water reserves in the 
amount of $9,184.71 and $1,139.52; 
respectively, to compensate for the 
deficiencies disclosed in the electric and 
water reserves indicated by Mr. Hast- 
ings’ study. 

The Commission’s staff, however, 
takes another view and in its report 
at page 33, makes the following rec- 
ommendation: “When the reserve for 
depreciation was originally segregated 


Depr. Reserve Balance 
Electric 


[2,3] The Commission, in this 
connection, after considering both the 
proposal of the applicant and the rec- 
ommendation of the Commission’s 
staff, does not believe that the alloca- 
tion proposed by the applicant, based 
upon an engineering study giving due 
regard to the differences between life 


$191,939.04 


100.00 $181,614.81 $10,324.23 


by departments as at December 31, 
1929, it appeared the allocation was 
made on the basis of depreciable plant 
and it is our opinion an allocation on 
this same basis in 1943 would have 
been a more logical approach. We 
have, therefore, segregated the balance 
in the depreciation reserve account at 
December 31, 1943, in this manner 
and the results are shown in the fol- 
lowing table, together with a compari- 
son of the actual segregation made by 
the company at that date :” 
As Adjusted 

$227,877.42 


31,483.07 
18,267.95 


Difference 

$66,421.85 
11,323.83 

(77,745.68) 


Per Company 
$161,455.57 
20,159.24 
96,013.63 


$277,628.44 





$277,628.44 “ee 


expectancy of the units of property for 
the electric and water properties, is 
unsound or improper. Our staff is 
now in agreement with this proposal. 

The records of the applicant show 
that $116,280.34 of the depreciation 
reserve was not obtained from cus- 
tomers, but by transfers to the reserve 
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MISSOURI PUBLIC SERVICE COMMISSION 


from capital surplus of $92,898.89, 
and also in the transfer to the reserve 
of the entire balance of earned surplus 
at January 31, 1938, of $23,381.45. 
The Commission’s staff report on page 
29, third paragraph, confirms these 
amounts, and states that the purpose 
of such transfers was the creation of 
a sufficient balance in the reserve to 
retire the Stanberry and Rockport 
electric properties at the time the prop- 
erties were dismantled. It does not 
appear, however, that the staff made 
any allowance for these transfers from 
the surplus accounts in computing the 
earnings credit of 3 per cent on the 
depreciation reserves for determining 
the amount available for return. It is 
not clear how much reserve was ac- 
crued for these electric properties by 
the time they were retired, but the fact 
nevertheless remains that if these con- 
tributions from surplus had not been 
made, the retirement reserve would 
now be deficient by $116,280.34. 

It is, therefore, 

Ordered: 1. That Missouri Service 
Company eliminate from its electric 
plant accounts the amount of $204.30 
by a write-off to Capital Surplus of the 
organization expense and _ miscel- 
laneous intangible plant of Northern 
Kansas Power Company transferred 
to the books of Missouri Service Com- 
pany at time of liquidation of North- 
ern Kansas Power Company on June 


7, 1945. 

Ordered: 2. That Missouri Service 
Company eliminate from its water 
property accounts the amount of $28,- 
932.79 by a write-off to Capital Sur- 
plus of $24,998.71, and a write-off of 
$3,934.08 to retirement reserve to 
eliminate Miscellaneous Intangible 
Capital representing deveiopment costs 
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and business worth of predecessor 
companies (Tarkio Electric and Wa- 
ter Company and Mound City Electric 
Light and Ice Company). 

Ordered: 3. That Missouri Service 
Company eliminate from its ice prop- 
erty accounts the amount of $20,442.- 
90 by a write-off of $7,284.38 to Cap- 
ital Surplus, $3,221.76 to Earned 
Surplus, and $9,936.76 to retirement 
reserve. It shall transfer from ice re- 
serve to electric reserve the amount 
of $9,184.71 and transfer from ice 
reserve to water reserve the amount 
of $1,139.52 to make up deficiencies in 
the required reserves for electric and 
water properties. 

Ordered: 4. That Missouri Serv- 
ice Company continue to show in its 
annual report the contributions from 
Surplus to its depreciation reserve, 
and that for purposes of calculation of 
the 3 per cent earnings credit on the 
depreciation reserve in determining 
the amounts available for return, the 
amount of $116,280.34 for its electric 
properties shall be excluded from the 
depreciation reserve. 

Ordered: 5. That Missouri Service 
Company rates that were authorized 
to become effective June 1, 1949, as 
permitted under report and order 
dated May 5, 1949, shall no longer be 
considered on a temporary, or interim, 
basis. 

Ordered: 6. That Missouri Service 
Company is no longer required to file 
with the Commission a quarterly re- 
port as set forth in the report and or- 
der of May 5, 1949. 

Ordered: 7. That this order shall 
take effect on this date, and the secre- 
tary of the Commission shall forthwith 
serve on all interested parties a certi- 
fied copy of this order. 
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A digest of information on new construction by pri- 
vately managed utilities; similar information relating 


to government owned utilities; news concerning pr 


ucts, supplies and services offered by manufacturers; 
also notices of changes in personnel. 


Southern Cal. Edison to Build 
$30,000,000 Plant 


Guses CALIFORNIA Eprson COMPANY is 
going to build a $30,000,000 steam-electric 
generating plant on a 200 acre tract in Fontana, 

California. This marks a change in the com- 
pany’s previous plans to erect a steam-electric 
generating station adjacent to the Whittier 
Narrows flood control basin. 

Southern California Edison recently com- 
pleted a 280,000 kilowatt steam-electric gen- 
erating station at Redondo Beach and now 
has under construction an 84,000 kilowatt 
hydro-electric plant on the San Joaquin river. 


Conn. Lt. & Pwr. Orders 
75,000 Kw Unit 


R H. Know ton, president of The Con- 
e necticut Light and Power Company, an- 
nounced recently that the company has placed 
an order for a 75,000 kilowatt steam turbo- 
generator which, it is expected, will be ready 
for service in about three years’ time. The 
unit is in addition to all of the new electric 
generating equipment which has recently been 
installed or is in process of installation. 

He stated that the 75,000 kilowatt unit will 
incorporate the latest dependable developments 
in the science of generating electricity, and 
when it is installed will be the largest and most 
efficient steam unit in this area, It is being 
ordered now in anticipation of increased de- 
mand for electric power arising out of the war 
emergency. 

By the spring of 1951 capacity additions un- 
dertaken since VJ-day will have increased the 
company’s ability to generate power by 200,000 
kilowatts. 


Combustion Engineering Offers 


New Motion Picture 


eonew Power for America” is the title of 
a new 16-mm Kodachrome sound mo- 
tion picture produced by Combustion Engi- 
neering—Superheater, Inc., New York, This 
picture tells the story of power in the post- 
war period. It first depicts the ever-increasing 
use of electrical energy in America’s homes, 
farms, and industries. It then traces the prog- 
ress made in the science of power generation 
in the last three decades, and emphasizes the 
importance of this progress both in the 
economy of power production and the con- 
servation of i el, Finally, it portrays the vast 
postwar expansion program of the utility in- 
ustry. 

In illustrating the postwar growth of utility 


capacity, the overall story is told graphically, 
and then exemplified by a series of scenes 
showing a number of new power stations in 
various stages of construction. These scenes 
are followed by the photographic chronicling 
of construction—from bare ground to finished 
project—of the Sewaren station of the Public 
Service Electric and Gas Company of New 
Jersey. 

“New Power for America” not only pictures 
the physical magnitude of postwar utility ex- 
pansion, but demonstrates the vastness of the 
program in terms of men, money, and tech- 
nical achievement. 

Engineering schools, societies, and other or- 
ganizations interested in scheduling this pic- 
ture should address their inquiries to the com- 
pany at 200 Madison avenue, New York 16. 


Sipe Issues New 
Paint Booklet 


H-. to properly select and apply paint and 
paint products for industrial use is the 
subject of a twelve page booklet recently pub- 
lished by James B. Sipe and Company, Pitts- 
burgh, Pennsylvania, paint manufacturers and 
engineers. 

Specifically written for public utilities, elec- 
trical manufacturers, steel fabricators, and in- 
dustrial maintenance, this booklet contains 
complete information for the application of 
primers and finishes to transformers, circuit 
breakers, and transmission towers, as well as 
for the structural steel industry. Spreading 
rate, drying time, and methods of application 
are specified for each type of coating. Various 
types of preservatives are recommended for 
wooden structures and fabrics. Waterproofing 
and concrete sealing coatings, their application, 
and advantages are also discussed. 


New Publication on Water 
Clarification 
OCHRANE CorporaTION, Philadelphia, Penn- 


sylvania has just published a bulletin de- 
scribing the Cochrane Liquon sludge contact 


(Continued on page 26) 





Sturdy steel construction, pow- 
erful leverage, wire snips. 
Weighs 9 ozs. Complete 


70 OAK ST. 
* BUFFALO 5, N. Y. 


A C. GIBSON CO., INC 





Mention the FortnicHtLy—It identifies your inquiry 


25 


NOV. 9, 1950 





INDUSTRIAL PROGRESS—( Continued) 





NOV. 9, 1950 


reactor, (publication #5001), a water condi- 
tioning apparatus that takes advantage of the 
well-known chemical principle that previously 
formed precipitates added in the form of 
sludge or slurry will accelerate reactions. 

The bulletin details the principle as applied 
to the sludge-contact reactor, describes the op- 
eration of the Cochrane-Liquon unit, illus- 
trates and describes the types of equipment 
available, gives a list of applications with a 
separate page on waste recovery, and describes 
the auxiliary equipment. Photos of typical in- 
stallations are also shown. 


A-C to Display Additions to 
Power Equipment Line 


| gents additions to Allis-Chalmers’ power 
equipment lines will highlight the com- 
pany’s display November 27th through De- 
cember 2nd at the Power Show in New York. 

These will include a redesigned bracket- 
bearing squirrel-cage induction motor and a 
model of a single-suction, double-case, barrel- 
type boiler feed pump. 

Also on display will be a car shaker, which 
is designed to speed up unloading of coal, 
cinders, coke, and other granular materials 
from drop-bottom gondola cars; a 14 to one 
foot scale model of a typical single circuit 
unit substation; a demonstration of the com- 
pany’s d-c remote indication system; a 150-hp 
tube-type, totally-enclosed, fan-cooled squirrel 
cage motor; and a three-quarter size plastic 
model of a rheostat cell to demonstrate the 
straight line speed characteristic of the firm’s 
liquid rheostat for wound rotor motor speed 
control on a variable torque application. 


Spence Engineering Issues New 
Regulator Folder 


A= 4-page folder is available from Spence 
Engineering Company, Inc., Walden, New 
York, which gives useful information on tem- 
perature regulators, pressure regulators, and 
desuperheaters. 

A complete explanation of the principles of 
pilot-operated regulating valves is given in 
this folder, in addition to data and illustra- 
tions of 27 Spence pilots. 


New Irvington #32 Red Enamel 
Dries Fast and Insulates Well 


Fast rate of drying, unusual stability, and 
superior resistance to the most severe con- 
ditions met in electrical service are among the 
outstanding advantages provided by #32 Red 
Oilproof Enamel, introduced by Irvington 
Varnish & Insulator Company, 6 Argyle ter- 
race, Irvington 11, N. J. This new enamel air 
dries to handle in a half hour, and dries hard 
in eight hours. 

Irvington #32 Red Enamel exhibits un- 
usually long shelf life and is supplied at con- 
sistency for easy brush application. It bonds 
well to insulating materials and metals, and 


dries to form a tough, resilient film with a 
dielectric strength of 800 volts per mil. The 
coating exhibits excellent resistance to oils, 
moisture, chemicals, abrasive dust, greases, 
and water. 

In addition to its electrical applications, 
Irvington #32 Red Oilproof Enamel can also 
be used to seal pipeline joints and gaskets, 


General Motors Corp. Booklet 
On Diesel Engines 


N important pamphlet, describing the in- 
teresting “inside” information on Diesel 
engines used in GMC trucks, is being dis- 
tributed to truck operators interested in a 
Diesel unit, according to John E. Johnson, 
general sales manager for the GMC Truck 
and Coach Division, Copies of the pamphlet 
may be obtained by writing to a GMC truck 
dealer. 


Steel Shelving and Clothing 
Locker Catalog 


A 16-page catalog listing many types of in- 
dustrial equipment has been published by 
Precision Equipment Company. Steel shelving 
and lockers are among the many types of steel 
equipment offered for prompt delivery. Cata- 
log will be sent upon request by Precision 
Equipment Company, 3714 N. Milwaukee, 
Chicago 41, Illinois. 


West Penn Electric System 
To Build $20,000,000 Plant 


HE West Penn EL-ectric System has 

announced plans for a new electric generat- 
ing station of 150,000 kilowatts to be built 
in Albright, Preston county, West Virginia, 
at a cost of approximately $20,000,000. The 
new power plant will be built by Monongahela 
Power Company and a subsidiary of The 
Potomac Edison Company. 

The first of two generating units at this 
station is scheduled to be placed in service in 
the middle of 1952, and the second toward the 
end of that year. 


New G-E Manual of Instrument 
Transformers Now Available 


PROFUSELY illustrated, 76-page manual, 

4 GET-97A, covering the theory of oper- 
ation and the application of instrument trans- 
formers has been announced as available by 
the General Electric Company’s meter and in- 
strument divisions. 

Priced at $1.00 the manual covers the basic 
fundamentals of instrument transformers, such 
as accuracy standards, insulation and polarity. 
In addition, it gives complete information on 
potential and current transformers, including 
operating principles, types and ratings, appli- 
cations, circuits, fusing, etc. 
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+1950" 
and 10 weeks 
on 2 transformers 


how RM* made this possible 


The Customer’s Specifications: 

—Two, 3-phase transformers 

—1,000 kva each 

—High voltage: 22.9 kv 

—High voltage taps: two 24%2% above, 

two 22% below 

—low voltage: 5040/8720Y-volts with 
+ 10% Automatic Load Ratio Control 

—impedance: 6% 

—Oil preservation: Sealed tank 

—Special features: provision for future fans; 
self-contained power supply for LRC. 


Our Quotation: 
Price—$26,516 net 
Shipment—23 weeks 


Our Alternate Quotation 


on RM-standard transformers: 
Price—$24,566 
Shipment—13 weeks 





Here’s a case where RM specifications matched the customer’s 
original specifications, with only 2 minor variations. RM high- 
voltage taps were: 24,100/23,500—22,300/21,700 (within 
\Y%% of specified taps!). Also, the power supply for LRC 
was not self-contained—which actually proved preferable 
for this application. 


Customer bought RM, saved nearly two thousand dollars— 
received faster delivery. 


Before you buy your next small power transformer, investi- 
gate RM. If standard transformers can fit your needs—you, 
too will save. 


Ask for catalog GEC-479. Apparatus Dept., General Electric 
Company, Schenectady 5, N. Y. 


*RM means “‘Repetitive Manufacture.” By using standardized construction methods, General] Electric builds RM power 
transformers more economically—delivers them faster. Listed RM ratings are available up to 10,000 kva and 69 kv, with 


many optional features. 
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The immunizer against 


the disease of communism 


is a certain feeling...” 


MR. WALTER S. CIFFORD 


“It is the feeling of a man who owns a home, a bank 
account, an insurance policy. It is the feeling that an 
employee on the Payroll Savings Plan has when he 
gazes at his accumulation of Savings Bonds and realizes 
that here is palpable evidence that he has made a profit 





on his job—that the profit system works for him as well 


as for his employer.’ 


Mr. Gifford has believed in—and worked 
for—payroll savings plans for thirty-seven 
years—since 1913, when, as Statistician of 
the A. T. & T., Mr. Gifford developed a 
payroll savings plan for the purchase of 
A. T. & T. stock. In 1938, A. T. & T. 
employees were offered a Payroll Savings 
Plan for the purchase of U. S. Savings 
Bonds. To date, Bell System employees 
have invested more than half a billion 
dollars in savings bonds—with a maturity 
value in excess of $675,000,000. 

In upwards of 21,000 large companies, 
more than 8 million Americans are invest- 


ing $150,000,000 in U. S. Savings Bonds 
every month. To the systematic saving 
of these men and women—and the whole- 
hearted co-operation of executives like 
Mr. Gifford—is due in no small measure 
the important feeling of ownership shared 
by the Americans who own 56 billion 
dollars in U. S. Savings Bonds (against 
45 billions at the end of the war!). 

Your State Director, Savings Bond 
Division, U. S. Treasury Department, will 
help you put in a plan... or show you how 
to increase employee participation—with- 
out undue effort or high pressure tactics, 


The U. S. Government does not pay for this advertising. The Treasury Depart- 
ment thanks, for their patriotic donation, the G. M. Basford Company and 
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before you buy a new truck 


_ MILES PER ENGINE—the number at normal operating speeds—don’t have 
7, * of trouble-free miles you can _ to race themselves to death like lighter- 
o ss Wp expect from a truck engine is duty, geared-up engines. 


mighty important to know— (Chon GMC's many other extra engine 
especially now. r 
' features and you'll see why you get most 
GMC valve-in-head engines are designed Miles Per Engine in a GMC—with less 
and built for truck service—there’s not maintenance and repair. Come in today 
one lightweight “converted” part in and let us give you the facts. 


' 
payaso paar st GMC Truck & Coach Division 
engines are tough and powerful. 
They have high sustained pulling power of General Motors. 






















































FULL-PRESSURE 
LUBRICATION with 
rifle-drilled con- 
necting rods which 
forces oil to full- 
floating piston pins. 


MOST EFFICIENT 
COOLING SYS- 
TEM with jet- 
directed water 
stream to valve 
creas. 


TOCCO-HARD- © 
ENED CRANK- © 
SHAFTS — finest § 
known — used in 
every GMC. 


FROM 2.10 20 TONS 





Your key to 
greater hauling 
profits 






GENERAL 
MOTORS 
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PUBLIC UTILITIES 
REPORTS 


The national reporting service, 
containing authentic decisions 
of commissions and. courts , 
dealing with the problems of 
Annval Subscription utility regulation. Five vol- 
Price umes a year—$7.50 each. 

) $43. 50 Annval Index—$6. 


PUBLICATIONS AND SERVICES 


Essential to those interested in the public utility 
industries, their regulation and allied topics. 


PUBLIC UTILITIES 
Fortnightly 

A magazine of current opinion 

and news, conducted as an 


open forum and containing 
discussions of firing-line prob- 





lems; also summaries, anoly- $15 
ses and explanations of day- Twenty-Six 
to-day developments. Issues a Year 

















P.U.R. 
Cumulative 
DIGEST 

The only complete and ‘cuthorita- 


tive encyclopedia of Public Service 
$230 law and Regulation. A life-time 
Digest,; kept up-to-date by annval 
supplements. 








P.U.R. EXECUTIVE 
Information 
Service 
A Weekly Tetter from the Na- 
tion's Capital,, highlighting im- 
portant happenings, trends and 
policies. Reading time: 20 


minutes. Quarterly 











SEC 


A brief and pointed digest of 
the administrative rulings of the 
Securities and Exchange Com- 
mission under the Public Utility 
Holding Company Act. Issued 
twice each month. 





— Qvorterly 


——— 


FEDERAL UTILITY REGULATION ANNOTATED 
Current Services 





FPC 


A brief and pointed digest of 
the administrative rulings of 
the Federt! Power Commission 
under the Federal Power Act 
and the Natural Gos Act. Is- 
sved once each month. 





$36 Annvally 











VOL. 1 (SEC) 


Ac of the 
Public Samy ‘etdlag Company 
Act, with the Commission's rules 
and regulations, full index ond 
periodical upkeep supplements. 








__ Prices $12 


FEDERAL UTILITY REGULATION ANNOTATED 





VOL. 2 (FPC) 


A complete annotation of the 
Federal Power Act and the Na- 
tural Gas Act, with the Com- 
mission's rules and regulations, 
full index ond periodical vp- 
keep supplements. 





prices $15-50 











P.U.R. 
Question Sheets 
Twenty-Six Issues Annually $10 








Ten brief questions on up-to-date 
problems, answered by the commis- 
sions and courts. An easy way fora 
busy man to keep informed on current 
otility regulation. 


—_ 








Send for our catalogue describing these and other publications 


PUBLIC UTILITIES REPORTS, inc. 


WASHINGTON 4, D. ¢. 


INTER 


-_ 
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avelly Many utility companies have discovered that 
——=BM Accounting does the complete job with 
its all-purpose machines, handling Payroll, 
ccounts Receivable, Accounts Payable, and 

other accounting and statistical functions. 

he same automatic IBM machines, operated 

by the same personnel, produce all the reports, 


nnd inalyses, bills, paychecks, and records needed. 
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C INTERNATIONAL BUSINESS MACHINES CORPORATION 

















Compete the whole job 


AUTOMATIC 


IBM ACCOUNTING 


IBM developments have lightened 
the burden of all utility account- 
ing and made it a fast, efficient 
operation. Send the coupon or call 
the local IBM office today for full 
information. 


ee OP OP OPS 2 2S PSS Se 


| 1BM, Dept. D 
590 Madison Avenue, New York 22, N. Y. 
Please send me your booklet, 
“General Accounting for Electric, Gas and 
Water Utilities.” 
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o-- 48 edsential reading 


for every well-informed 
Publie Utility Executive 





Published quarterly, this profes- 
sional journal concerns itself 
with the important financial 
problems confronting our major 
industries. Your organization 
should have it available 
for ready reference 


Subscription Price — $4 per Year 


Published by 
The NEW YORK SOCIETY OF SECURITY ANALYSTS, Inc. 
74 Broad Street, New York 4, N. Y. 
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Little blocks, say 2” x 4’’ x 8”, don’t pile up very 
fast. 


We hang walls up in sizable panels. 


And that is an easy way to understand why 
Robertson’s real product is time. 


We make walls that are hung in place. We make 
them complete with insulation when the panels 
are delivered. We engineer them piece by piece 
in advance at the factory. We put expert crews on 
the job to place them. 


We make time, now, when time is the essence. 
We save days and weeks in finishing a building 
for use, because years have been put into the 


development of these unique skills. 


Quick is the word we practice. 


H. H. ROBERTSON CO., 
TO 


2424 Formers Bank Building 
Pittsburgh 22, Penasylvenie 
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PITTSBURGH, 


Offices in 50 Principal Cities 
World-Wide Building Service 
























Q-Panels are fabricated from Galbestos, alumi- 
num, stainless steel, galvanized and black steel 
in lengths up to 25'. 


Q-Panels, 3" in depth with 1%" of incombusti- 
ble insulation, have a thermal insulation value 
superior to that of a 12" dry masonry wall with 
firred plaster interior. A single Q-Panel with an 
area of $0 sq. ft. can be erected in nine minutes 
with a crew of only five men, and twenty-five 
workmen have erected as much as an acre o 
in three days. 


Q-Panel construction is quick, dry, clean, and 
offers an interesting mediums of architectura} 
expression. 


PA. 
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PROFESSIONAL DIRECTORY 


© This Directory is reserved for engineers, accountants, rate experts, consultants, and 
others equipped to serve utilities in all matters relating to rate questions, appraisals, 
valuations, special reports, investigations, financing, design, and construction. » » 





Tae American Aprpraisat Company 
ORIGINAL COST STUDIES « VALUATIONS ¢ REPORTS 


for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 
and other principal cities 








DAY & ZIMMERMANN, INC. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 


DESIGN, CONSTRUCTION, INVESTIGATIONS, REPORTS, APPRAISALS AND MANAGEMENT 














ELECTRICAL TESTING LABORATORIES, INC. 


Electrical and General Testing — Inspections — Research — Certification 


2 EAST END AVENUE AT 79th STREET, NEW YORK 21, N. Y. 
BUtterfield 8-2600 








£¢ For, Bacon & Davis 


a &D vase s Engineers CONSTRUCTION 


RATE CASES 
NEW YORK @ PHILADELPHIA @ CHICAGO @ LOS ANGELES 








GIBBS & HILL no. 


CONSULTING ENGINEERS 
DESIGNERS - CONSTRUCTORS 


NEW YORK LOS ANGELES 
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PROFESSIONAL DIRECTORY (continued) 








‘GILBERT ASSOCIATES, Inc. 








ENGINEERS POWER ENGINEERING SINCE 1906 SPECIALISTS 
Steam, Electric, Gas Purchasing and Expediting 
Hydraulic, Sanitation Serving Utilities and Industrials Rates, Research, Reports 
Designs and Construction Personnel Relations 
Inspections and Surveys Reading © New York © Houston Original Cost Accounting 
Feed Water Treatment Philadelphia @© Washington Accident Prevention 








—— HENKELS & McCOY —— 


Electric & Telephone Line Construction Company 








TRANSMISSION DISTRIBUTION CONTRACTORS RIGHT OF WAYS 
OVERHEAD UNDERGROUND CHEMICAL CONTROL 

CONSTRUCTION MAINTENANCE PHILADELPHIA TRER TRIMMING 
BALL FIBLD LIGHTING Wilmington, Del. * Portland, Me. * Altoona, Pa. @AS AND OIL LINES 














NOW WORKING IN FOURTEEN STATES 














CYRUS G. HILL, ENGINEERS 


Public Utility Properties 
Valuation and Operating Reports 
Plans — Design — Construction — Rate Cases 


231 So. LaSalle Street Chicago, Illinois 








HOOSIER ENGINEERING COMPANY 


Erectors of Transmission Lines 
1384 HOLLY AVENUE ° COLUMBUS, OHIO 











JENSEN, BOWEN & FARRELL 

ENGINEERS 

ANN ARBOR, MICHIGAN 

APPRAISALS—INVESTIGATIONS—DEPRECIATION STUDIES— 
REPORTS 
for Rate Cases, Security Issues, Regulatory and Accounting Requirements 
ORIGINAL COST AND CONTINUING PROPERTY RECORD 
DETERMINATION 





The ulji Ten WA 


ae ae CONSTRUCTOR S 


1200 NORTH BROAD STREET, PHILADELPHIA 21, PA 


AICAL. AND INDUSTRIAL. FIELL 
yurg, Fla. © Rome « Calcutt 














WILLIAM 8S. LEFFLER 
Engineers Associated 
Management Consultants 
Cost Analyses for Rate Revisions Regulatory and Municipal Problems 
Rate and Sales Research for Increased Operating Income 
NOROTON CONNECTICUT 





(Professional Directory Continued on Next Page) 
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PROFESSIONAL DIRECTORY (continued) 





LOEB AND EAMES 
Public Utility Engineers and Operators 
Ice and Refrigeration 
Valuations, investigation reports, design and supervision of construction 
57 WILLIAM STREET NEW YORK 








N. A. LOUGEE & COMPANY 


Engineers and Consultants 


REPORTS—APPRAISALS—DEPRECIATION STUDIES 
RATE CASES—BUSINESS AND ECONOMIC STUDIES 


120 Broadway New York 








CHAS. T. MAIN, INC. 
Power Surveys—Investigations—V aluations—Re ports 
Steam, Hydro Electric and Diesel Plants 
80 FEDERAL STREET -=s BOSTON 10, MASS. 








Pioneer Service & Engineering Co. 


CONSULTING, DESIGNING AND * SPECIALISTS IN 
OPERATING ENGINEERS z ACCOUNTING, FINANCING, RATES, 
PURCHASING fy INSURANCE AND DEPRECIATION 


231 SOUTH LA SALLE STREET. CHICAGO 4, ILLINOIS 








SANDERSON & PORTER 
ENGINEERS “ & PP 
AND 
CONSTRUCTORS 








Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 
Usslities—Industrials 
Studies—Reports—Design—Supervision 
Chicago 3, Ill. 











The J. G. WHITE ENGINEERING CORPORATION 
Design—Construction—Reports—Appraisals 


Consulting Enginee 
80 BROAD STREET — NEW YORK 4, N. Y. 
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city 


ALBRIGHT & FRIEL, INC. 
FRANCIS S. FRIEL 


Consulting Engineers 
p---- Gone ont eats See 


Problems 
industrial Buildings 
Rade Sasaren Valuations, Laboratory 


121 SOUTH BROAD STREET PHILADELPHIA 7 





Organization and Procedural Studies 


ARTHUR LAZARUS 


MANAGEMENT CONSULTANT 


70 Pine Street * 


New York 5, N. Y 
BOwling Green 9-5165 








BLACK & VEATCH 


ppraisals Savestiqntions and re 
Ave desi rvision of con- 
struction o ‘public t tility Properties 
4706 BROADWAY KANSAS CITY, MO. 


CONSULTING ENGINEERS 








EARL L. CARTER 


Consulting Engineer 


REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 


LUCAS & LUICK 


ENGINEERS 


DESIGN, CONSTRUCTION SUPERVISION, 
OPERATION, MANAGEMENT, APPRAISALS, 
INVESTIGATIONS, REPORTS, RATES 


231 


S. LaSauie St., Cricaco 








A. S. SCHULMAN ELEctric Co. 


Electrical Contracting Engineers 


TRANSMISSION LINgES-——-UNDERGROUND Distri- 
BUTION — Power STATION — INDUSTRIAL — 











Publis Uielaut Ocet medion end CoMMERCIAL INSTALLATIONS 
910 Blectric Building Indianapolis, Ind. 2416 SouTH MICHIGAN Ave. Crncaco 
SLATER-BYRNE MANAGEMENT 


GANNETT FLEMING CORDDRY AND CARPENTER, INC. 


HARRISBURG, PENNSYLVANIA 


. 1 ., Reports—A 





Original Cost and Depreciation Studies 


Rate Analyses—insurance Surveys 


ASSOCIATES 


Raymond G. Ankner, Consultant 
Rate Cases — Special Studies 


Original Costs, Etc. 


50 Broadway, New York 4, N. Y. 


Tel. Digby 4-1910 











W. C. 


GILMAN & COMPANY 
Consulting Engineers 


Load and Capacity Studies — Rate Cases 


Financial Planning 


Investigations — Reports — Supervision 


55 Liberty Street 


New York 5 





SLOAN, COOK & LOWE 


CONSULTING ENGINEERS 
120 SOUTH LA SALLE STREET 


CHICAGO 
Appraisals — Reports 


Operating — Financial — Plant 














SVEN B. HANSELL 


CONSULTING ACTUARY 
PENSION PLANS 


DEPRECIATION 


For Bate Cases and Income Tax 


1421 Chestnut Street 


Philadelphia 2, Pa. 
Tel. Rittenhouse 6-3037 





ent & R 


United States Testing Company, Inc. 




















JACKSON & MORELAND 


ENGINEERS AND CONSULTANTS 


DESIGN 





AND SUPERVISION OF CONSTRUCTION 


REPORTS—EXAMINATIONS—APPRAISALS 
MACHINE DESIGN—TECHNICAL PUBLICATIONS 


BOSTON 





NEW YORK 











WEST 


ARCHITECTS 


COTT & MAPES 


VALUATIONS — STUD 
DES! 


UTILITIES — 
INSTITUTIONS — 


GN— SUPERVISION 


INDUSTRIAL PLANTS 
SCHOOLS — PUBLIC WORKS 
CONNECTICUT 
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fast, economical, dependable 
trenching performance... 
tailored to utility needs 





More than 25 years of close-working 
cooperation with the nation’s utilities 
have tailored CLEVELAND TRENCHERS 
to your special needs. Widely different 
trench sizes, narrow city clearances, 
easily damaged walks and lawns, 
tough off-season digging, short scat- 
tered jobs, close deadlines—these are 
the problems CLEVELANDS are built to 
handle. Records prove you get more 
production—with lower fuel and main- 
tenance costs—over a longer working 
life. Call your local distributor today 
or write direct for the full CLEVELAND 
story...the perfect answer to your 
present and future trenching needs. 





20100 ST. CLAIR AVENUE + CLEVELAND 17, OH 
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